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VERSANT

July 21, 2004
Dear Versant Shareholder:

In 2003, Versant worked on creating the foundation for building a successful enterprise infrastructure
business in the coming years. Versant grew its core data management business and found new customers in a
still depressed environment for technology spending. Perhaps the most significant event for the company in
many years was the consummation of our merger with Poet Holdings that occurred in fiscal 2004.

The merger with Poet provided Versant a more solid financial and market footing and enabled Versant to
streamline its capital structure and cash position. Most importantly, our combination with Poet has provided
Versant with a broader suite of data management products that will allow us to tap into a much wider range of
customers. Finally, the merger gave Versant an entry into the .Net marketplace in addition to our traditional
focus on the enterprise Java space.

We have also added a new dimension to our products by diversifying into data access products, beginning
with Java Data Objects (JDO). In 2003 we took the initial steps in this direction with the goal of building on
this strategy in 2004. This product area is closely related to our data management products with similar
prospective customers, however it has a broader appeal and addresses a larger class of problems.

In 2004 we expect to complete the integration with Poet, build out our data access product strategy and
continue to focus on delivering solid value to our customers. This should translate into the growth that
consolidates our position in the data management and data access markets.

We thank you for your interest in Versant Corporation.

Sincerely,

Nick Ordon
President and Chief Executive Officer

This letter contains forward-looking statements related to our expectations for fiscal 2004. Actual results may differ materially due to
various risks and uncertainties. For information on such risks and uncertainties please see the section entitled Risk Factors in the enclosed
annual report on Form 10-K.
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CAUTION REGARDING FORWARD-LOOKING STATEMENTS

This Form 10-K contains forward-looking statements within the meaning of Section 21E of the Securities
Exchange Act of 1934 and Section 27A4 of the Securities Act of 1933. These forward-looking statements are
based on our current expectations about our business and industry and reflect our beliefs and assumptions
based upon information that is reasonably available to us at the date of this report. In many cases you may
identify these forward-looking statements by words such as "“will,” “should,” “may,” “might,” “believes,”
“anticipates,” “ T o

P

expects,” "“intends,” “estimates” and similar expressions. These forward-looking statements
include, among other things, projections of our future financial performance and trends anticipated for our
business.

We caution investors that forward-looking statements are only predictions or estimates based upon our
current expectations about future events. The forward-looking statements are not guarantees of future
performance and are subject to significant risks and uncertainties that are difficult to predict. Our actual
results and performance may differ materially from the results and performance anticipated by any forward-
looking statements due to these risks and uncertainties. Some of the important risks and factors that could
cause our results and performance to differ from results or performance anticipated by this report are
discussed in Item 7 of this report, “Management’s Discussion and Analysis of Financial Condition and Results
of Operation — Risk Factors,” which you should read carefully. We undertake no obligation to revise or
update any forward-looking statements in order to reflect events or circumstances that may arise or occur after
the date of this report or for any other reason. Readers are urged to carefully review and consider the various
disclosures made by us in this report and in our other reports filed with the Securities and Exchange
Commission that attempt to advise interested parties of the risks and factors that may affect our business.

PART I

Item 1. Business
Overview

We are a leading provider of object-oriented data management and data integration software that forms a
critical component of an enterprise’s real-time computing infrastructure. Companies use our solutions to solve
complex data management and integration problems. To address these problems, we design, develop, market
and support database management systems, data access and integration products and data replication
products. We also provide related product support, training and consulting services to assist users in developing
and deploying applications based on our products. We were incorporated in California in August 1988 as
Object Sciences Corporation and completed the initial public.offering of our common stock in July 1996. In
1999 we issued Series A Preferred Stock to private investors in private offerings. Our principal executive
offices are located at 6539 Dumbarton Circle, Fremont, California 94555 and our telephone number is
(510) 789-1500. Our website can be found at www.versant.com.

Proposed Merger with Poet Holdings, Inc.

On September 27, 2003, we entered into an Agreement and Plan of Merger, or merger agreement, with
Poet Holdings, Inc., a publicly held developer of object database management and e-commerce software
whose stock is traded on the Frankfurt Stock Exchange. The signing of the merger agreement was publicly
announced on September 29, 2003 in a press release and in a report on Form 8-K that we filed with the
Securities and Exchange Commission on September 29, 2003. The merger agreement provides that, subject to
the satisfaction of certain conditions, a wholly owned subsidiary of Versant will merge with and into Poet,
which will result in Poet becoming a wholly-owned subsidiary of Versant and in Poet’s stockholders and stock
option holders becoming stockholders and option holders of Versant, respectively.

Under the terms of the merger agreement, upon consummation of the Merger, each outstanding share of
Poet common stock will be converted into and exchanged for 1.4 shares of Versant common stock, and the
outstanding options and warrants to purchase Poet common stock will be exchanged for options to purchase
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shares of Versant common stock at the same exchange ratio. If the proposed merger with Poet had occurred
on September 27, 2003 (the date the merger agreement was signed) then, based on the number of Versant
and Poet shares that were outstanding on that date, and assuming each outstanding share of Versant’s Series A
preferred stock is converted in connection with the merger into three shares of Versant common stock as
contemplated by the merger agreement, in the merger Poet’s stockholders would be issued Versant common
stock representing approximately 45% of the shares of Versant common stock that would be outstanding
immediately after the merger, and the shares of Versant common stock issued to Poet stockholders and
issuable under Versant stock options issued to Poet option holders in the merger would together represent
approximately 42.7% of Versant’s post-merger shares computed on a fully-diluted basis (taking into account
Versant’s outstanding options and warrants, including the Versant options into which Poet’s options are
converted in the merger).

The merger agreement calls for certain changes in Versant’s existing corporate structure. First, it calls for
Versant to reduce the size of its Board of Directors from eight to five directors upon effectiveness of the
merger with Poet, with Versant’s board of directors immediately after consummation of the merger to be
composed of two directors from Poet, Jochen Witte and Herbert May, and three directors from Versant, who
will be Nick Ordon, Versant’s Chief Executive Officer, and two other incumbent Versant directors, Uday
Bellary and William Henry Delevati. In addition, it is currently a condition to consummation of the merger
that Versant’s articles of incorporation be amended to: (i) increase the authorized number of Versant’s
common shares from 45,000,000 to 75,000,000 shares; (i) increase the number of shares of Versant common
stock issuable upon the conversion of each share of Versant’s Series A preferred stock from two to three
common shares; (iii) cause each outstanding share of Versant’s Series A preferred stock to be automatically
converted into shares of Versant common stock immediately after effectiveness of the merger at the increased
conversion rate described in (ii) above; (iv) provide that the merger will not trigger the liquidation preference
rights of Versant’s Series A preferred stock; (v) require that at least 80% of Versant’s directors then in office
approve certain corporate transactions or any change in the authorized number of Versant’s directors; and
(vi) provide that the amendment described in clause (v) cannot be changed for 12 months after consumma-
tion of the merger without the approval of at least 80% of Versant’s directors then in office.

Versant’s board of directors believes that the proposed merger with Poet will enable the combined post-
merger company to use Versant and Poet’s complementary strengths in a manner that will afford Versant
greater opportunities for revenue growth and profitability. Poet shares Versant’s background and experience in
the development and marketing of object database management software. However Poet markets its object
database management products to different market segments than does Versant. In addition to its FastObjects
database management products, Poet offers its X-Solutions and eSupplier Solutions electronic catalog product
lines, which enable e-commerce vendors to build and manage on-line catalogs. Although Poet is a
U.S. corporation, its management team is based in Germany and most of its operations and sales are based in
Europe, and the proposed merger offers Versant the opportunity to obtain a stronger and more experienced
European sales and distribution infrastructure. Poet also has significantly greater cash reserves than Versant,
which will be critical in providing opportunities for future growth. Based on its analysis of Poet’s business and
market position, Versant believes that the proposed merger with Poet will offer the combined company several
potential benefits, including:

« the opportunity to increase Versant’s leadership position in the object database management market;
+ the ability to diversify Versant’s customer base and product line;

+ improved international sales and marketing capabilities;

« increased working capital;

+ potential synergies and efficiencies that may reduce operating expenses;

+ a strengthened management team; and

« overall stronger competitive advantages.




In order for Versant and Poet to complete the proposed merger, several conditions must first be met,
including the condition that Versant’s and Poet’s stockholders each approve and adopt the merger agreement
and the merger. In addition, as an integral part of the proposal to approve the merger, Versant’s stockholders
must also approve the issuance of shares of Versant common stock and options to purchase Versant common
stock in the merger and the proposed amendments of Versant’s articles of incorporation summarized above,
which will take effect only if the merger is consummated. Versant and Poet currently anticipate that they will
hold special meetings of their stockholders to consider proposals to approve the merger and related matters in
March 2004. If the merger agreement with Poet is terminated without consummation of the merger in certain
circumstances, then Poet or Versant may become obligated to pay the other party certain termination fees,
ranging from $500,000 to $1,000,000.

Overview of Products and Services

We provide sophisticated data management, data access and data integration software solutions designed
to address the complex data management needs of enterprises. Our products are typically deployed to manage
real-time transactional data and to manage meta-data for business systems and are used primarily by larger
enterprises, such as telecommunications carriers and financial services companies, which have significant
large-scale data management requirements. Our customers’ data management needs can involve many
business functions, ranging from management of the use and sharing of a company’s internal enterprise data to
the processing of externally originated information such as customer enrollment, billing and payment
transaction data. Our solutions have also been used to solve complex data management issues such as fraud
detection, risk analysis and yield management. Qur data access products are meant to deliver enterprise class
data access to a variety of data management systems, including our own. Finally, our data integration product
is used to tie a company’s enterprise planning systems with its physical execution systems.

Our initial flagship product, VDS (formerly ODBMS), is a sixth generation object database management
system that combines native support for object-oriented ianguages with high performance database functional-
ity and client-server architecture. VDS enables users to store, manage and distribute information that we
believe often cannot be supported effectively by traditional database technologies, including information of the
following types:

+ real-time data, such as graphics, images, video, audio and unstructured text;

» dynamic, graph-oriented data, such as network management data and advanced financial
instruments; and

+ meta-data, data aiding integration of diverse systems, and workflow information, which taken together
enable the construction of systems that integrate diverse systems and add new functionality, often
making it available over the Internet.

VDS is also the foundation for our e-business product suite, Versant enJin. Versant enJin is a Java
development and runtime platform designed to enhance performance and scalability of Java 2 Enterprise
Edition, or J2EE, compliant application servers such as IBM WebSphere and BEA WebLogic. Versant enJin
extends the functionality and power of VDS to Internet-based transactions by enabling our object manage-
ment technology to drive J2EE-based applications. We have recently announced our Java Data Objects
(JDO) product, a data access tool that enables enterprise applications to efficiently access data from both
object and relational databases which complies with J2EE standards.

Our Versant Real-time Framework, or VRTF, data integration product, released in fiscal 2003, is a
comprehensive framework for delivering real-time solutions that bridge the gap between the planning and
execution functions of an enterprise. VRTF enables a company’s conventional enterprise planning systems to
access and integrate data from its execution functions, such as plant-floor manufacturing and shipping, and
physical security systems, which historically have not been adequately integrated into ERP computing
systems.

In addition to our product offerings, to assist users in developing and deploying applications based on
VDS, Versant enJin, VRTF and JDO, we offer a variety of services, including consulting, training and
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technical support services. We also offer a dedicated consulting practice for IBM WebSphere customers.
Under an agreement signed in late 2000 and renewed recently in August 2003, we allocate certain of our
consultants to IBM and both IBM and Versant sales representatives sell these consultants’ services.

Benefits of our Solutions

Our VDS, Versant enJin and Versant JDO products provide customers the following benefits for
specialized data management: '

« High Performance. Our object-based architecture provides direct access or navigation to stored
objects. Our balanced client-server architecture enhances performance by efficiently distributing
processing burdens between clients and servers to leverage the processing power of networked
computers.

 Highly Scalable Support for Distributed Computing. Through object-level operations, compatibility
with Web browsers and other design features, our products can be scaled from small workgroup
operations to thousands of users over wide area networks or the Internet.

» Reliability, Availability and Serviceability. VDS and Versant enlJin offer a number of features
designed to permit continuous operation, including features providing online backup and recovery and
online modification of the database system, as well as system utilities that can operate while the system
is running. These features, together with replication and disk mirroring provided by our Fault Tolerant
Server, support operations 24 hours per day, 365 days per year. '

» Language-Independent Support for Object-Oriented Programming. Qur products provide native
support for the leading object-oriented software development languages — C++ and Java. This
support facilitates rapid and flexible application development and maintenance and the evolution of
complex, dynamic applications that closely model real-world systems and processes.

» Support for Component Architectures. Versant enlJin integrates with leading J2EE application
servers, including the IBM WebSphere and BEA Weblogic application servers. These application
servers enable users to build and deploy J2EE-based applications directly to Versant enlJin to gain the
inherent productivity and performance advantages of the underlying Versant object database.

 Integration with Users’ Existing Information Systems. Versant products operate on a wide range of
server platforms: including UNIX platforms from Sun Microsystems, Hewlett-Packard, IBM, Compaq
and Silicon Graphics; Linux platforms from Red Hat; and Microsoft Windows and NT platforms. In
addition, Versant-based applications can interoperate with information stored in relational database
management, enabling these applications to complement the strengths of relational database manage-
ment systems structured applications.

Fiscal 2003 Developments and Strategy

During fiscal 2003, we continued to focus our efforts on seeking revenue from data management and data
access products, VDS and Versant enJin and from our consulting services. In fiscal 2003 VDS and, to a lesser
degree, Versant enJin, were the major drivers of our license revenues and a key focus of our marketing efforts.

In fiscal 2003, we derived a majority of our revenue from our services programs. Qur IBM WebSphere
consulting business grew substantially in each quarter of 2003 over the corresponding quarter of the previous
year. Our services programs, including our WebSphere program, are intended to produce incremental revenue,
particularly from sales of Versant enJin, as well as to serve as an additional channel for generating new product
revenue. We believe that our services program will also ultimately help us generate additional service and
product revenues.

In 2003, the telecommunications industry continued to be a very significant vertical market segment for
us. Our products are used in the telecommunications industry in such strategic distributed applications as
network modeling and management, fault diagnosis, fraud prevention, service activation and assurance, and
customer billing. We have also attained customer acceptance in other vertical markets, including defense,
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financial services, transportation, technology and health care. In the future we intend to continue to build on
our current customer base, as we believe that the telecommunications and financial services industries will
continue be major users of application servers. We also expect the government and defense industry markets
to contribute significantly as many of the applications in development in those sectors reach deployment stage.

During the first quarter of fiscal 2003 we launched Versant Real-time Framework, or VRTF, our first
specialized data integration product. VRTF delivers integration between an enterprise’s execution systems and
planning systems. Currently, VRTF is sold exclusively as a private-labeled product through third party
distribution channel relationships with physical execution system vendors.

In order to accelerate the adoption of our specialized object-oriented data management system, VDS, and
increase our portfolio of data access products, in the fourth quarter of fiscal 2003 we released an industry
standards-based product, Versant JDO. Versant JDO, in conjunction with our alliances with third-party JDO
providers (such as SolarMetric) will provide an open data access layer that can expand a customer’s choices
for data management. ‘

To accomplish our goals of increasing sales of VDS and extending our sales to the application server
market through Versant enJin and Versant JDO, in fiscal 2003 we continued our research and development
efforts with respect to these products. VDS and Versant enJin enhancements developed in fiscal 2003 include
support of the Java Connector Architecture Standard, increased scalability and reliability, support of the Java
Data Objects standard and an increase in the number of supported operating system platforms. In fiscal 2003
we also released our two new products, Versant JDO and Versant Real-time Framework. Both these new
products deliver functionality that broadens our reach within an enterprise and enables us to keep pace with
emerging standards. B

Products and Services
Versant Developer Suite (VDS)

VDS, a sixth generation object database management system, is designed to support multi-user,
commercial applications in distributed environments. The object-oriented, balanced client-server architecture
of VDS provides the basis for high-performance, scalable distributed applications. We believe that VDS offers
performance superior to that of relational database management systems, particularly for complex data
applications, for which VDS has the capability of processing a wide variety of abstract data types in a highly
concurrent, high performance manner. VDS is designed to integrate up to 65,000 databases connected over a
like number of locations on a variety of hardware and software platforms. Each database has a theoretical
storage capacity of 4.6 million terabytes, an amount far beyond the actual capacity of most existing operating
systems. VDS implements a variety of database features, including a two-phase commitment for distributed
transaction integrity and database triggers to monitor changing events and data and to notify users and
applications when specified events occur. In addition, on-line management utilities enable routine mainte-
nance to be performed while the database is running. These include utilities to perform backup operations,
manage log files, dynamically evolve database schema, add, delete and compress volumes on disk storage and
related functions. These utilities provide multiple levels of administrative access and application security. We
also believe that use of VDS allows our customers to reduce the time needed to develop applications for their
data management systems and improve system performance. With version 6.0 of VDS, we bundle several
components, including the core object database management system, C++ and Java language interfaces,
XML for import and export of data into the database and asynchronous replication services to provide updates
among distributed Versant databases. We believe that by bundling these components with VDS we enhance
our solution and make it easier for our customers to deploy these components.

Versant enlin

Versant enJin is designed to accelerate e-business applications within the application server environment,
to simplify development of new Java or e-business applications and to provide reliability for the management
of objects within the application server environment. Specifically, Versant enJin enables users to deploy Java-
based applications using Java 2 Enterprise Edition, or J2EE, technologies, such as Enterprise Java Beans, in
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applications requiring storage and access of complex graphical, navigational, and hierarchical data models,
which enables our customers to speed up the performance and enhance the scalability of these applications.
The use of such complex object models is desirable but not directly supported in J2EE. Versant enJin
addresses this problem by providing transparent persistence for Java objects within the application server and
web server tiers, thereby enabling J2EE-based applications to enjoy the benefits of these object models.
Versant enlin is comprised of VDS plus the J2EE integration specific to the application server platform.
Versant enJin supports the IBM WebSphere and BEA WebLogic application servers

Versant SQL Suite

VDS and Versant enJin allow users a choice of access methods for querying and manipulating data in the
Versant object database management system and obtaining data from relational databases. With the Versant
SQL Suite, we offer open database connectivity capability and structured query language access to data stored
in relational databases using industry-standard off-the-shelf query and reporting tools. These tools permit
customers 1o retain their investments in legacy systems while addressing new applications with the
productivity, flexibility and performance characteristics made available through object technology.

Versant Fault Tolerant Server

For highly reliable operations in mission-critical environments, we offer the Versant Fault Tolerant
Server. This product provides transparent failure recovery by connecting database clients to synchronized
copies of the database stored on physically separate computers. If one of the databases fails due to operating
system failure, hardware breakdown or other interruption, the other database continues operation without
application interruption. When the failed database is restored, the two databases automatically resynchronize
and resume operations without application interruption.

High Availability Backup Solution

The High Availability Backup Solution enables VDS and Versant enJin to use the mirroring and backup
features of other enterprise storage systems to take an online backup of very large data volumes within
seconds, without impacting transaction response times.

Versant JDO

Versant JDO is a data access tool that enables enterprise applications to efficiently access data from
Versant Object Database. It complies with the Java Data Objects standard and integrates with third party
JDO toolsets. It is designed to offer portable data access and open approach to developing applications.
Versant JDO is a high-performance implementation that delivers high-speed data access for object data
management.

Versant Real-time Framework (VRTF)

VRTF is a data integration product that provides a framework for utilization of real-time software
solutions that connect an enterprise’s centralized planning systems to its execution systems, enabling
enterprises to obtain and integrate important data that often has not been effectively incorporated in planning
efforts. It represents the first product released as part of our real-time solutions initiative. VRTF consists of an
integrated transaction manager and a suite of agents that connect the VRTF to the targeted systems; planning
systems such as enterprise resource planning (ERP), and execution systems, such as physical security or plant
floor systems. The integrated transaction manager is responsible for overall reliable operation of the
framework. Each agent interacts with the targeted system as well as with the transaction manager. A
configuration-time wizard enables integration of new systems and specification of detailed transactions via a
web browser. For monitoring and debugging purposes, a browser is used to access a web user interface that
shows the operational state of the VRTF. Version 3.0 also adds capabilities for web services and business
process modeling to accommodate enterprise to physical system real-time requirements. VRTF is currently
sold through third-party resellers as a private-labeled product.
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Licensing and Pricing of Products

We license our products to end-users both directly, through our own sales force, and indirectly, through
authorized, value-added resellers, systems integrators and distributors,

When we license our core products (VDS, enJin, and JDO) directly to end-users, we do so primarily
through two types of perpetual licenses — development licenses and deployment licenses. Development
licenses are typically sold on a per seat basis and authorize a customer to develop an application program that
uses VDS or Versant enlJin. Before a customer may deploy an application it has developed under our
development license, we require it to purchase deployment licenses from us based on the number of computers
connected to the server that will run the application using our database management system. If the customer
wishes to install several copies of an application it has created under a development license, then separate
deployment licenses are required for each server computer and each client computer that will run-that
application. For certain applications, we offer deployment licenses priced on a per user basis. Pricing of VDS
and Versant enJin licenses varies according to several factors, including the number of computer servers on
which the application will run and the number of users that will be able to access the server at any one time.
Customers may elect to simultaneously purchase development and deployment licenses for an entire project.

End-user license fees for our development and deployment licenses can range from the low thousands of
dollars to, occasionally, several million dollars depending on a number of variables. These variables include,
but are not limited to, the number of users (specific number or unlimited), the number of deployments, the
time frame of deployments, whether the deployments are to be prepaid or paid on an as needed basis, the type
of operating system(s), the type of server(s) and whether the servers are single or multiprocessor machines.
We provide alternative pricing for non-interactive environments where the product (such as a telephone
switch) is deeply embedded in a component and is not used by end-users.

We also provide our products to end-users through authorized value-added resellers, systems integrators
and distributors. Value-added resellers generally purchase development licenses from us on a per seat basis on
terms similar to the terms of development licenses we sell directly to end-users, although the price may vary.
Under such a license a typical value-added reseller develops an application incorporating Versant’s core
product and then licenses that application to a customer. Value-added resellers are authorized by us to sub-
license deployment copies of our core products to end-users, bundled together with the value-added resellers’
applications. Deployment license pricing for sales through value-added resellers is generally based either on a
percentage of the total price charged by the value-added reseller to the end-user customers or on a percentage
of our list prices. Systems integrators generally purchase licenses from us that entitle them to sublicense our
software products to their customers for use in systems designed or built by the systems integrator.
Deployment license pricing for sales to systems integrators are generally the same as value added resellers. We
also sell our products to distributors who are authorized to sublicense and resell them to end-users. Sales to
distributors generally include significant discounts off our typical end-user license fees.

Versant does not currently license our VRTF product directly to end-users. To date, it has been marketed
only as a private-labeled product sold through physical execution systems vendors to whom Versant will
provide integration, training and other consulting services.

Services

We offer customers training, consulting and maintenance and technical support services. We provide a
variety of training and consulting services to assist customers in the design, development, education and
management of our core products as well as IBM’s WebSphere application server. Training services are
offered for a variety of Versant-specific and object-related technologies and range from beginning to advanced
levels. Consulting services are available for analysis and design assistance, mentoring and technical transfer,
application coding, design reviews and performance analysis. In addition, we provide custom development
services to customers that request unique or proprietary product extensions. Depending on the nature and
complexity of the custom development services requested, these services may be performed by our consulting
employees or by third-party integrators that have joined our IGNITE! Partner Program and received training
from us. :




Our maintenance and technical support services are generally available at an annual fee that varies
depending on the type of support the customer requires. Maintenance and support contracts, which typically
have twelve-month terms, are offered concurrently with the initial license of our product and entitle the
customer to telephone support and to product and documentation updates. For additional fees, customers may
purchase a special support package that provides a designated support engineer, and may obtain telephone
support available 24 hours per day. Maintenance contracts are typically renewable annually.

Customers and Applications

VDS and Versant enJin are licensed for development and/or deployment in a wide range of applications.
A substantial amount of our sales are for applications in the telecommunications, financial services,
healthcare, technology and defense sectors. Many of our customers have licensed multiple copies for use in
different applications.

In recent years we have experienced concentration of our sales to certain customers. In fiscal 2003, IBM,
through our WebSphere consulting practice, represented 19% of our total revenue and in 2002, it represented
14% of our total revenue. Two customers accounted for 28% and 11% of our total 2001 revenue in the ten
months ended October 31, 2001.

Our future performance will depend in significant part on the continued growth of the use of VDS and
Versant enJin in telecommunications, defense, and financial market applications and the continued accept-
ance of our products within the telecommunications and financial services industries. Although we anticipate
that our new real-time business will eventually increase our ability to market our products to an increased
number of industries, there can be no assurance that our real-time initiative will succeed in enlarging our
customer base. Consequently, the failure of our products to perform favorably in and become an accepted
component of telecommunications, defense, Internet-based or financial services applications, or in new real-
time applications, or a slower than expected increase or a decrease in the volume of sales of our products and
services to telecommunications, defense, Internet-based or financial services companies or to markets targeted
by our new real-time business, could have a material adverse effect on our business.

Sales and Marketing

We market and sell our products in the United States principally through our direct sales force and
through value-added resellers and systems integrators. Internationally, we market and sell through our direct
sales force, value-added resellers and distributors.

Direct Sales. Our direct sales organization is based at our corporate headquarters in Fremont, California
and at our other regional offices around the world. The direct sales organization includes our field sales
personnel, who are responsible for account management, and systems engineers, who answer technical
questions and assist customers in running benchmarks against competitive products and developing prototype
applications.

Indirect Sales. An important part of our future sales strategy will be the continued development of
indirect distribution channels, such as value-added resellers, systems integrators and foreign distributors. We
expect to continue our focus on indirect sales channels. Our existing real-time product, VRTF, is currently
marketed globally by our commercial sales partners. Value-added resellers typically build application
programs in which they embed a deployment copy of VDS or Versant enJin. Systems integrators may include
our products with those of others, to provide a complete solution to their customers. Value-added resellers and
systems integrators are typically not subject to any minimum purchase or resale requirements and can cease
marketing our products at any time. Certain value-added resellers, distributors and systems integrators offer
products they produce or that are produced by third parties which compete with our products.

Marketing. Our marketing programs and personnel are aimed at audiences with the goal of building
visibility and generating leads for Versant’s business. One of our current key marketing initiatives is to build
customer awareness and market leadership for Versant in the real-time business space. Our marketing
programs include our efforts at cultivating media and analyst relations, fostering valuable investor communica-
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tions, speakers’ programs, online marketing, partner marketing programs and participation in conferences and
tradeshows.

Sales Process. The sales cycle for our products to new, large enterprise customers can exceed six months
and may extend to a year or more. For existing customers with successfully deployed applications, sales cycles
for new applications of our core products are generally much shorter. Our VRTF real-time product, which we
have recently begun to distribute through our channel partners, has thus far exhibited a generally shorter sales
cycle. During the sales cycle, meetings involving both technical and management staff are conducted
~frequently at the prospective customer’s site and at our headquarters. As part of their product selection
process, our prospective customers typically perform a detailed technical evaluation or benchmark of our
object-based technologies, often directly comparing them to competitive products. Upon completion of the
evaluation, a customer who chooses our solution may purchase one or more development licenses depending
upon the number of programmers that will develop and build the customer’s application. Additionally, a
customer may purchase technical support, training courses and consulting services. Our customers may
-purchase deployment licenses at the same time as they purchase development licenses, or defer their purchase
of deployment licenses and related maintenance until they complete the application development (a process
that typically takes at least six months and can exceed one year).

Once an application is ready for deployment, a customer typically will purchase deployment licenses.
Deployment licenses are priced based upon the number of users, in the case of a sale to an end-user customer,
or as a percentage of the customer’s revenue generated from the sale of its application, in the case of a sale to a
value-added reseller or distributor. Customers may purchase additional deployment licenses as needed,
without further deliveries from us, providing additional higher-margin revenue over an extended period at a
relatively low incremental cost to us. The amount and price of deployment licenses generally exceed the
amount and price of earlier development licenses.

Shipping and Backlog. All software is shipped from our Fremont facility and is delivered to the
customer upon receipt of an approved order and a signed license agreement. We typically do not have a
material backlog of unfilled license orders at any given time, and we do not consider backlog to be a
meaningful indicator of our future performance.

International Sales and Marketing. Our foreign sales are recorded by subsidiaries located in Germany
and the United Kingdom who also sell our products through distributors, value added resellers, as well as
directly to end-users. Our revenues from international sales were $5.4 million in the year ended October 31,
2003, $6.4 million in the year ended October 31, 2002, and $6.5 million in the ten months ended October 31,
2001.

.Research and Development

We have committed, and expect to continue to commit, substantial resources to our research and
development efforts. Our current development efforts are focused on:

+ ongoing efforts to improve the performance and scalability of our core products;
+ expanding the features and range of products for our new real-time business;
« supporting J2EE technologies and continuing to leverage Java for e-business applications;

+ improving the integration of our products with leading application servers, IDE vendors’ products and
middleware technologies;

+ providing support and/or integration with existing and emerging computing standards.

Our research and development expenses were approximately $4.3 million in the year ended October 31,
2003, $5.8 million in the year ended October 31, 2002 and $5.5 million in the ten months ended October 31,
2001. To date, all research and development expenditures have been expensed as incurred.

To date, VDS and Versant have been almost entirely developed internally by our own research and
development personnel. We selectively supplement our internal staff with outside consultants having expertise
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in specific areas. Our research and development team consists mainly of software engineers with significant
experience and expertise in technologies such as:

 object-oriented software development, including Java;
« relational database technology;

s platform engineering;

» design and integration;

s large-scale run-time environments; and

+ middleware technologies.

We perform some of our porting and enhancement engineering work in our development office in India.
Versant India, our wholly owned subsidiary, had 35 employees as of October 31, 2003 and occupies an
approximately 6,500 square foot facility leased in Pune, India.

We believe that our future results will depend on our ability to improve our current technologies and to
develop new products and product enhancements on a timely basis. The market for our products and services
is characterized by changing customer demands, rapid technological change and frequent introductions of new
products and product enhancements. Customer requirements for products can change rapidly as a result of
innovations or changes within the computer hardware and software industries, the introduction of new
products and technologies (including new hardware platforms and programming languages) and the
emergence, evolution or widespread adoption of industry standards. The actual or anticipated introduction of
new products, technologies and industry standards can render existing products obsolete or unmarketable or
result in delays in the purchase of these products. As a result, the life cycles of our products are difficult to
estimate. We have in the past experienced delays in the introduction of new products and features, and may
experience similar delays in the future. If we are unable, for technological or other reasons, to develop new
products or enhancements of existing products in a timely manner in response to changing market conditions
or customer requirements, our business, operating results and financial condition will be materially adversely
affected.

Intellectual Property and Other Proprietary Rights

We rely primarily on a combination of copyright and trademark laws, trade secrets, confidentiality
procedures and contractual provisions to protect our proprietary technology. For example, we license our
software pursuant to signed license agreements and, to a lesser extent, “shrink-wrap” licenses displayed in
evaluation downloads and in software installation screens, which impose certain restrictions on the licensee’s
ability to utilize our software. In addition, we take steps to avoid disclosure of our trade secrets, such as
requiring persons with access to our proprietary information to execute non-disclosure agreements with us, and
we restrict access to our software source code. We seek to protect our software, documentation and other
written materials under trade secret and copyright laws, which afford only limited protection. We were also
awarded a United States patent (No. 5,822,759) for our proprietary cache system used within our product
suites, which expires in 2015.

Competition

For our VDS product, we compete with companies offering object and relational database management
systems, many of whom are large and well-established corporations with broader product lines. For our
Versant enJin product, our competitors consist of both relational database management companies, many of
whom have or are expected to incorporate in their systems object-oriented interfaces and other functionality
more directly competitive with our technologies, as well as companies who already have substantial experience
in object-oriented software development and provide components similar to those included in Versant enlJin.
Thus, in order for our products to be well accepted in the market, it is important for one or more of our
technical partnerships with application server vendors such as IBM and BEA to become deeper and more
extensive.
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Many of our competitors, especially Oracle and Computer Associates, have longer operating histories,
significantly greater financial, technical, marketing, service and other resources, significantly greater name
recognition, broader product offerings and a larger installed base of customers. In addition, many of our
competitors have well-established relationships with our current and potential customers. We may not be able
to compete successfully against current or future competitors, and competitive pressures could have a material
adverse effect on our business, pricing, operating results and financial condition.

For a more detailed discussion of the competition we face in our business, see [tem 7. — “Management’s
Discussion and Analysis of Financial Condition and Results of Operations — Risk Factors — Risks Related to
Our Industry — We face competition for both our VDS and Versant enJin products.”

Employees

As of October 31, 2003, we and our subsidiaries had a total of 116 employees, of whom 63 were based in
the United States, 18 in Europe, and 35 in India. Of the total, 51 employees were engaged in engineering and
technical services, 26 were engaged in sales and marketing, 24 were engaged in the services organization and
15 were engaged in general administration and finance. To our knowledge, none of our employees is
represented by a labor union with respect to employment with Versant. We have experienced no organized
work stoppage to date and believe that our relationship with our employees is good.

Our future performance depends in significant part upon the continued service of our key technical, sales
and senior management personnel. The loss of the services of one or more of our key employees could have a
material adverse effect on our business, operating results and financial condition.

Item 2. Properties

Our principal administrative, sales, marketing and research and development operations are located in
Fremont, California, in an approximately 54,000 square foot building we occupy under a lease expiring in May
2007 and we also have a sales office in Plano, Texas. Our international subsidiaries also lease space, generally
under multi-year operating lease agreements, in Pune, India, Munich, Germany and Hampshire, England. We
believe that our current facilities will be adequate for our requirements for the next several years.
Item 3. Legal Proceedings

We may from time to time be subject to various legal proceedings in the ordinary course of business.
Currently we are not subject to any legal proceedings required to be disclosed under this Item 3.
Item 4. Submission of Matters to a Vote of Security Holders

No matters were submitted to a vote of security holders during our fourth fiscal quarter of our fiscal year
ended October 31, 2003.
Item 4A. Executive Officers of the Registrant

Set forth below is information regarding our executive officers as of January 14, 2004:

Name of Executive Officer Age Position with the Company

NickOrdon ....................... 56  President and Chief Executive Officer

Lee McGrath ..................... 42 Vice President, Finance and Administration,
Chief Financial Officer and Secretary

Ajay Jain .............. . .... 36  President, Real-Time Solutions

Nick Ordon has served as President, Chief Executive Officer and a director of the Company since he
joined Versant in January 1998. From July 1996 to December 1997, Mr. Ordon was Vice President and
General Manager of Messaging at Lotus Development Corporation, a software development company and
wholly-owned subsidiary of International Business Machines Corporation. From August 1994 to July 1996, he
was Vice President and General Manager of the Commercial Business Unit of Lockheed Martin Corporation,
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an aerospace products company. From January 1993 to August 1994, Mr. Ordon served as General Manager,
NetWare Operations with Hewlett-Packard Company. Prior to entering industry, Mr. Ordon was a pilot in the
United States Air Force. Mr. Ordon received both a Bachelor and Masters of Science degree in Aerospace
Engineering from the University of Colorado and a Masters of Business Administration degree in Finance and
Operations from Syracuse University.

Lee McGrath has served as Versant’s Vice President, Finance and Administration, Chief Financial
Officer and Secretary since joining Versant in July 2000. From June 1999 to July 2000, he served as Director
of Financial Planning and Analysis, Flat Panel Systems, for Philips Components, a division of Philips
Electronics. From June 1997 to May 1999, Mr. McGrath served as Controller for Digital Link Corporation, a
networking equipment company. From December 1982 to June 1997, he was with Measurex, a manufacturer
of electronic control systems, where he served in a variety of financial management and controller positions, in
both the company’s U.S. and overseas offices. Mr. McGrath is a Chartered Certified Accountant and received
a Masters of Business Administration degree from Pepperdine University.

Ajay Jain has served as Versant’s President, Real Time Solutions, a newly created business unit since
November 2002. Between December 2000 and November 2002, Mr. Jain was President and Chief Executive
Officer of Mokume Software, Inc., a developer of planning and process management software for the
manufacturing industry, which he co-founded and which was acquired by Versant in November 2002.
Between August 1999 and November 2000, Mr. Jain was President and Chief Executive Officer of Qdecor
Software, a 3D software company for home decor products, which was acquired by Design Labs in 2000.
Between August 1997 and August 1999 Mr. Jain was Director, Worldwide Information Technology &
Applications at Clarify Corporation, a public company, and developer of customer relationship management
software which was acquired by Nortel Networks in 1999. From 1995 to 1997, Mr. Jain served as Sr. Manager
of Database Architecture Group at Netscape Communications. Prior to 1995, Mr. Jain worked in several
engineering roles for over 6 years at Quantum Corporation and Cadence Design Systems. Mr. Jain holds a
Masters degree in Business Administration from Santa Clara University, a Masters of Science degree in
Computer and Information Science from Clarkson University and a Bachelors of Science degree in
Mathematics and Economics from Delhi University, India.

There is no family relationship between any of the foregoing executive officers or between any of such
executive officers and any of the members of our Board of Directors. Our executive officers serve at the
discretion of the Board.

PART II

Item 5. Market for Registrant’s Common Equity and Related Stockholder Matters
Price Range of Common Stock

Our common stock is quoted on the Nasdaq SmallCap Market under the symbol “VSNT.” Our common
stock commenced trading on the Nasdaq National Market on July 18, 1996. From July 19, 1999 until
March 7, 2000 our common stock was traded on the Nasdaq SmallCap Market. From March 8, 2000 to
September 30, 2002, our common stock was traded on the Nasdaq National Market. Since October 1, 2002
our common stock has been quoted on the Nasdag SmallCap Market. We requested that listing of our
common stock be transferred to the Nasdaq Smallcap Market as of October 1, 2002 due to the fact that it
then seemed unlikely that, in the near term, we would continue to be able to satisfy the listing criteria of the
Nasdaq National Market System. The following table lists the high and low intra-day prices of our common
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stock reported on the Nasdaq Stock Market for the periods indicated during the last two fiscal years. On
January 6, 2004 the closing price of our common stock was $1.72 on the Nasdaq Stock Market.

High  Low
Year Ended October 31, 2002
Farst QUAT e . . o oottt e et e e e e e 474 235
Second Quarter .................. N 259 1.20
Third QUarter . ... o e e 1.45 Q.45
Fourth Quarter . ..o e e e 0.72 0.28
Year Ended October 31, 2003
First QUarter. . .o e e 1.29 041
Second QUATTET ..ottt it e e .10  0.62
Third QUaTter . . ..o e 096 048
Fourth QuUarter . ... i e e 2.68 0.52

Skareholders

There were approximately 130 holders of record of our common stock as of December 11, 2003. We
believe that a significant number of beneficial owners of our common stock hold their shares-in street name.
Based on information available to us, we believe we have at least 400 beneficial shareholders of our common
stock.

Dividend Policy

We have neither declared nor paid cash dividends on our common stock in the past. We intend to retain
future earnings, if any, to fund development and growth of our business and, therefore, do not anticipate that
we will declare or pay cash dividends on our common stock in the foreseeable future. The Company’s current
bank credit line prohibits the payment of dividends without the Bank’s consent.

Information required by this [tem regarding our equity compensation plans appears in, and is incorpo-
rated by reference from Part III, Item 12 of this Report, under the heading “Securities Authorized for
Issuance Under Equity Compensation Plans.”

Recent Sales of Unregistered Securities

On November 19, 2002, we issued 2,424,000 shares of our common stock to the former stockholders of
Mokume Software, Inc., a privately held Delaware corporation. These shares were issued in consideration of
our acquisition of all the outstanding stock of Mokume in a merger transaction, which resulted in Mokume
becoming our wholly owned subsidiary. Based on the market price of our common stock on the date of the
merger, the aggregate value of the Mokume shares received was approximately $1.3 million. We issued these
shares without registration under the Securities Act of 1933, or the Securities Act, in reliance on the
exemptions provided by Section 4(2) of the Securities Act and Rule 506 of Regulation D promulgated under
the Securities Act. In relying upon the foregoing exemptions, we took into account the limited number of
Mokume shareholders (eleven in total), their relationship to each other, the limitation of our offering to these
shareholders, the information regarding Mokume, Versant and the merger transaction furnished to the
Mokume shareholders, the representation of Mokume by legal counsel in connection with the transaction and
representations and warranties made by the Mokume shareholders to us in connection with the transaction.
No underwriters were involved in this transaction.

In November of 2003, we issued 12,500 shares of our common stock to Seven Hills Partners LLC in
consideration of professional financial advisory services without registration under the Securities Act in
reliance on the exemption provided by Section 4(2) of the Securities Act. In relying upon the foregoing
exemption, we took into account the fact that there was only a single purchaser, the limitation of the offering
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to this purchaser, the financial expertise and sophistication of the purchaser and its past knowledge of and
business relationship to Versant and representations and warranties made by Seven Hills Partners LLC to us
in connection with this purchase. No underwriters were involved in this transaction.

Issuer Purchases of Equity Securities

(d)
Maximum Nuomber
(c) (or Approximate
Total Number of Dollar Value) of
{a) Shares (or Units) Shares (or Units)
Total Number of (b) Purchased as Part of that May Yet be
Shares (or Units) Average Price Paid Publicly Announced Purchased Under the
Period Purchased per Share (or Unit) Plans or Programs Plans or Programs
September 26 - October 26,
2003 ... 363,600(1) Not Applicable(1) None 1,454,000(2)
Total: ................. 363,600(1) —_— — 1,454,000(2)

(1) Represents common shares cancelled pursuant to an Amendment Agreement dated as of September 26,
2003 with the former stockholders of Mokume Software, Inc., under which the parties agreed that such
shares (which were potentially subject to forfeiture under the Agreement and Plan of Merger dated
November 19, 2002 under which the Company acquired Mokume) would be cancelled and forfeited. No
cash or other property was paid for the cancellation and forfeiture of such shares, other than agreements
among the parties amending certain terms of the Agreement and Plan of Merger.

(2) Represents shares potentially subject to forfeiture to satisfy claims for indemnification under the
Agreement and Plan of Merger dated November 19, 2002, as amended, pursuant to which we acquired
Mokume.
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Item 6. Selected Financial Data

The following selected consolidated financial data has been derived from our audited consolidated
financial statements. The information set forth below is not necessarily indicative of results of our future
operations, and should be read in conjunction with “Management’s Discussion and Analysis of Financial
Condition and Results of Operations” and the consolidated financial statements and notes in this Form 10-K
in order to fully understand factors that may affect the comparability of the information presented below and
factors that might cause the following selected financial data not to be indicative of our future financial .
condition and results of operation. In particular, it should be noted that because we changed our fiscal year end
from December 31 to October 31 in 2001, our transition period in 2001 was only a 10-month period, which
impacts the comparability of the following financial data

Ten
Year Year Months
Ended Ended Ended Years Endgd
October 31,  October 31,  October 31, December 31
2003 2002 2001 2000 1999

(In thousands, except per share data)
Consolidated Statements of Operations Data:

Total TEVENMUE . ..ottt e e $22,059 $19,956 - $23,909 $28,445  $25,868
Income (loss) from operations .............. (2,712) (3,609) (7,012) 2,152 (409)
Net income (10ss) ..o ... (2,389) (3,390) (7,158) 1,856 (1,736)
Net income (loss) per share: :
Basic . ... $ (0.17) $ (028) $(059) $ 0.16 $ (0.17)
Diluted.......... ... . $ (0.17) $ (0.28) $ (0.59) $ 0.2 $ (0.17)
Consolidated Balance Sheet Data:
Total @ssets ..o vvr et $11,069 $11,921 $15,370 $22,502  $19,241
Working capital ........... ... .. ... .. 602 2,326 3,664 7,863 1,584
Long~termdebt........................... — — 3 40 127

Item 7. Management’s Discussion and Analysis of Financial Condition and Results of Operations

As indicated in the paragraph above Item [ in this report, this Form 10-K (including this Item 7) contains
certain forward-looking statements within the meaning of the Securities Exchange Act and the Securities Act.
In many cases you may identify these forward-looking statements by words such as “will,” “should,” “may,”
“might,” “believes,” “anticipates,” “expects,” “intends,” “estimates” and similar expressions. These forward-
looking statements include, among other things, projections of our future financial performance and trends
anticipated for our business. We caution investors that forward-looking statements are only predictions or
estimates based upon our current expectations about future events. The forward-looking statements are not
guarantees of future performance and are subject to significant risks and uncertainties that are difficult to
predict. Our actual results and performance may differ materially from the results and performance
anticipated by any forward-looking statements due to these risks and uncertainties, some of which are
discussed below in this Item 7 under the heading “Risk Factors.” Readers are urged to carefully review and
consider the various disclosures made by us in this report and in our other reports filed with the Securities and
Exchange Commission that attempt to advise interested parties of the risks and factors that may affect our
business.

Overview

We are a California corporation and were incorporated in August 1988, Our principal product is the
Versant Developer Suite, or VDS, a sixth generation object database management system. Our other products
include Versant enlin, a database management product suite that accelerates transactions for application
servers, Versant Real-time Framework, or VRTF, a comprehensive framework for delivering real-time
solutions and Versant JDO, a data access tool that enables enterprise applications to efficiently access data
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from a versant object database. We commenced commercial shipment of VDS in 1991 and commercially
released Versant enJin in 2000. We license VDS, Versant enlin and peripheral products, and sell associated
maintenance, training and consulting services to end-users through our direct sales force and through value-
added resellers, systems integrators and distributors. Following our acquisition of Mokume Software in
November of 2002, we commenced our real-time solutions business and in January 2003 announced our
VRTF real-time solutions product. We introduced Versant JDO in the fourth quarter of 2003. In addition to
these products, we also offer other internally developed peripheral software products and resell related software
developed by third parties. We also provide maintenance and support services related to our products as well
as consulting and training services. These services are an important aspect of our business, and in the fiscal
year ended October 31, 2003, a majority of our revenues were derived from these services. To date,
substantially all of our revenue has been derived from the following data management products and services:

 sales of licenses for VDS and, to a lesser extent, Versant enJin, VRTF and Versant JDO;
« maintenance and support services related to VDS, Versant enlJin, and VRTFE;

+ consulting services (Versant consulting practice and dedicated IBM WebSphere consulting practice)
and training services;

« nonrecurring engineering fees received in connection with providing services associated with VDS and
Versant enlJin;

» sales of peripheral products for VDS and Versant enlJin;

« the resale of licenses, maintenance, training and consulting for third-party products that complement
VDS and Versant enJin; and

 reimbursements received for out-of-pocket expenses incurred for revenue in the income statement.

In fiscal 2003 we continued to focus our efforts on: (i) sales and product development activities designed
to obtain revenue growth from, and enhance our data management products, VDS and Versant enlJin;
(i1) further work to pursue and develop our real-time solutions business initiative and related products, such as
VRTEF; and (iii) obtaining growth in our consulting service programs.

We expect that our principal sources of revenue for the foresceable future will be licenses of VDS,
Versant enlin, related products and VRTF, as well as maintenance, support, training and consulting services.
To a lesser degree we also anticipate deriving revenue from new products we may develop in our real-time
business and the resale of third-party products. While it will continue to be important for Versant to derive
revenue from customers it has historically served in the telecommunications, financial services, technology and
defense industries, we believe that our efforts in the real-time market and, to a lesser degree, in the e-business
market, will be important elements of our future performance. Success in the market for real-time products
will depend on both the successful growth and emergence of this market and its continued need for highly
scalable, high performance and reliable object-based technologies such as ours.

If our proposed merger with Poet Holdings is approved by our shareholders and Poet’s stockholders and is
consummated, we currently expect that our data management software business will market products to new
and additional market segments now addressed by Poet that we do not currently pursue and that our business
would focus even moreso on international, primarily European, sales.

Critical Accounting Policies

The preparation of our consolidated financial statements requires us to make estimates and judgments
that affect the reported amount of our assets and liabilities at the date of the financial statements and of our
revenues and expenses during the reporting period. We base these estimates and judgments on information
reasonably available to us, such as our historical experience and trends and industry, economic and seasonat
fluctuations, and on our own internal projections that we derive from that information. Although we believe
our estimates are reasonable under the circumstances, there can be no assurances that our estimates will be
accurate given that the application of these accounting policies necessarily involves the exercise of subjective
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judgment and the making of assumptions regarding future uncertainties. We consider “critical” those
accounting policies that require our most difficult, subjective, or complex judgments, and that are the most
important to the portrayal of our financial condition and results of operations. These critical accounting
policies relate to revenue recognition, goodwill and acquired intangible assets, impairment of long-lived assets,
the determination of our reserve for doubtful accounts and stock-based compensation.

Revenue Recognition

We recognize revenue in accordance with the provisions of Statement of Position (SOP) 97-2, “Software
Revenue Recognition” and SOP 98-9, “Modification of SOP 97-2, Software Revenue Recognition, With
Respect to Certain Transactions.” Revenue consists mainly of revenue earned under software license
agreements, maintenance support agreements and agreements for consulting and training activities.

We use the residual method to recognize revenue when a license agreement includes one or more
elements to be delivered at a future date. If there is an undelivered element under the license arrangement, we
defer revenue based on vendor-specific objective evidence, or VSOE, of the fair value of the undelivered
element, as determined by the price charged when the element is sold separately. If VSOE of fair value does
not exist for all undelivered elements, we defer all revenue until sufficient evidence exists or all elements have
been delivered. We defer revenue from license arrangements that require significant modification of the
software and/or non-recurring engineering agreements requiring future obligations not yet performed and
record it as revenue using contract accounting.

Revenue from software license arrangements, including prepayment revenue, is recognized when all of
the following criteria are met: (1) persuasive evidence of an arrangement exists; (2) delivery has occurred;
(3) the fee is fixed and determinable; and (4) collection is probable. If an acceptance period or other
contingency exists, revenue is recognized upon satisfaction of the contingency, customer acceptance or
expiration of the acceptance period, as applicable.

We license our data management products to end-users, value-added resellers and distributors through
two types of perpetual licenses — development licenses and deployment licenses. Development licenses are
typically sold on a per seat basis and authorize a customer to develop an application program that uses VDS or
Versant enJin. Before that customer may deploy an application that it has developed under our development
license, it must purchase deployment licenses based on the number of computers connected to the server that
will run the application using our database management system. For certain applications, we offer deployment
licenses priced on a per user basis. Pricing of VDS and Versant enlin varies according to several factors,
including the number of computer servers on which the application will run and the number of users that will
be able to access the server at any one time. Customers may elect to simultaneously purchase development
and deployment licenses for an entire project. These development and deployment licenses may also provide
for prepayment of a nonrefundable amount for future deployment.

Versant does not currently license our VRTF product directly to end-users. To date, it has been marketed
only as a private-labeled product sold through physical execution systems vendors to whom Versant will
provide integration, training and other consulting services.

Resellers, including value-added resellers and distributors, purchase development licenses from us on a
per seat basis, on terms similar to those of development licenses sold directly to end-users. Resellers are
authorized to sublicense deployment copies of VDS, Versant enJin and VRTF that are either bundled or
embedded in the resellers’ applications and sold directly to end-users. Resellers are required to report their
distribution of our software and are charged a royalty that is based either on the number of copies of
application software distributed or computed as a percentage of the selling price charged by the reseller to its
end-user customers. Revenue from royalties is recognized when reported by the reseller, assuming collection is
probable.

Revenue from our resale of third-party products is recorded at total contract value with the corresponding
cost included in cost of sales when we act as a principal in these transactions and we assume the risks and
rewards of ownership, including the risk of loss for collection, delivery or returns. When we do not assume the
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risks and rewards of ownership, revenue from our resale of third-party products or services is recorded at
contract value net of the cost of sales.

Probability of collection is assessed using the following customer information: credit service reports, bank
and trade references, public filings, and/or current financial statements. Prior payment experience is reviewed
on all existing customers. Payment terms in excess of our standard payment terms of 30-90 days net, are
granted on an exception basis, typically in situations where customers elect to purchase development and
deployment licenses simultaneously for an entire project and are attempting to align their payments with
deployment schedules. Extended payment terms are generally granted only to customers with a proven ability
to pay at the time the order is received, and with prior approval of our senior management.

We defer revenue from maintenance and support arrangements and recognize it ratably over the term of
the arrangement, which is typically twelve months. Training and consulting revenue is recognized when a
purchase order is received, the services have been performed and collection is deemed probable. Consulting
services are billed on an hourly, daily or monthly rate. Training classes are billed based on group or individual
attendance.

Goodwill and Acquired Intangible Assets

We account for purchases of acquired companies in accordance with Statement of Financial Accounting
Standards No. 141 Business Combinations (SFAS 141) and account for the related acquired intangible assets
in accordance with SFAS No. 142 Goodwill and Other Intangible Assets (SFAS 142). In accordance with
SFAS 141, we allocate the cost of the acquired companies to the identifiable tangible and intangible assets and
liabilities acquired, with the remaining amount being classified as goodwill. Certain intangible assets, such as
“acquired technology,” are amortized to expense over time, while in-process research and development costs
(“IPR&D”), if any, are charged to operations at the acquisition date.

Mokume Software, which we acquired in November of 2002, did not have significant tangible assets at
the date of acquisition and, as a result, a significant portion of the purchase price has been allocated to
intangible assets and goodwill. Our future operating performance will be impacted by the future amortization
of intangible assets, potential charges related to IPR&D for future acquisitions, and potential impairment
charges related to goodwill. Accordingly, the allocation of the purchase price to intangible assets and goodwill
has a significant impact on our future operating results and requires our management to make significant
estimates and assumptions, including estimates of future cash flows expected to be generated by the acquired
assets and the appropriate discount rate for these cash flows. Should different conditions prevail than we
initially assumed, material write-downs of intangible assets and/or goodwill could occur.

As required by SFAS 142, we ceased amortizing goodwill effective November 1, 2002. Prior to
November 1, 2002, Versant amortized goodwill over five years using the straight-line method. Identifiable
intangibles (acquired technology) are currently amortized over five years using the straight-line method. As
described below, in lieu of amortizing goodwill, Versant tests goodwill for impairment periodically and records
any necessary impairment in accordance with SFAS 142.

Impairment of Long-Lived Assets

We test goodwill for impairment in accordance with SFAS 142, which requires that goodwill be tested for
impairment at the “reporting unit level” (“Reporting Unit”) at least annually and more frequently upon the
occurrence of certain events, as provided in SFAS 142. Goodwill is tested for impairment annually in a two-
step process. First, we must determine if the carrying amount of a Reporting Unit exceeds its “fair value,”
based on quoted market prices of our common stock, which would indicate that goodwill might be impaired. If
we determine that goodwill may be impaired, we compare the “implied fair value” of the goodwill, as defined
by SFAS 142, to our carrying amount to determine the impairment loss, if any.

We evaluate long-lived assets, including intangible assets other than goodwill, for impairment in
accordance with the provisions of SFAS No. 144 Accounting for the Impairment or Disposal of Long-Lived
Assets (SFAS 144}. SFAS 144 requires that long-lived assets and intangible assets other than goodwill be
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evaluated for impairment whenever events or changes in circumstances indicate that the carrying value of an
asset may not be recoverable based on expected undiscounted cash flows attributable to that asset. Should
events indicate that any of our assets are impaired, the amount of such impairment will be measured as the
difference between the carrying value and the fair value of the impaired asset and recorded in earnings during
the period of such impairment.

Reserve for Doubtful Accounts

We initially record our provision for doubtful accounts based on historical experience and then adjust this
provision at the end of each reporting period based on a detailed assessment of our accounts receivable and
allowance for doubtful accounts. In estimating the provision for doubtful accounts, we consider, among other
factors: (i) the aging of the accounts receivable; (ii) trends within and ratios involving the age of the accounts
receivable; (iii) the customer mix in each of the aging categories and the nature of the receivable (i.e. license,
consulting, maintenance, etc.); (iv) Our historical provision for doubtful accounts; (v) the credit-worthiness
of each customer; (vi) the economic conditions of the customer’s industry; and (vii) general economic
conditions.

Stock-Based Compensation

We have elected to continue to account for employee stock-based compensation plans using the intrinsic
value method, as prescribed by APB No. 25 Accounting for Stock Issued to Employees and interpretations
thereof (collectively “APB 257) rather than the fair value method allowed by SFAS No. 123 Accounting for
Stock-Based Compensation (SFAS 123) as amended by SFAS 148. Accordingly, deferred compensation is
only recorded if the current price of the underlying stock exceeds the exercise price on the date of grant. We
record and measure deferred compensation for stock options granted to non-employees at their fair value.
Deferred compensation is expensed on an accelerated basis over the vesting period of the related stock option,
which is generally up to four years.

Results of Operations

In 2001, we filed a report on Form 8-K reporting the decision by our Board of Directors to change our
fiscal year-end from December 31 to October 31. This change was made to better align our sales and financial
reporting cycle with our customers’ procurement cycles. Consequently, the consolidated financial statements
in ftem 8 of this report include financial statements for the year ended October 31, 2003, the year ended
October 31, 2002 and the ten months ended October 31, 2001 because it was impracticable and not cost-
justified to furnish complete financial statements for the comparable periods ended October 31, 2001. We do
not believe that seasonal or other factors affect the comparability of information or trends in those financial
statements. However, when reviewing this [tem 7, readers should keep in mind that, because our transition
period ended October 31, 2001 was a ten month (and not a twelve month) period, it is more difficult to
directly compare our results for that transition period with our twelve-month reported periods ended
October 31, 2003 and October 31, 2002.

As used in this Management’s Discussion and Analysis Section, references to “2003” mean the twelve
month period ended October 31, 2003, references to “2002” means the twelve month period ended
October 31, 2002 and references to “2001”, “ten month 2001 period” or 2001 reported period” each mean
the ten month period ended October 31, 2001.
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The following table summarizes the results of our operations as a percentage of total revenue for the
periods presented:

Twelve Twelve
Months Months Ten Months
Ended Ended Ended
Oct 31, 2003 Oct 31, 2002 Oct 31, 2001
Revenue:
LICENSE ..ot e 41% 51% 31%
Maintenance . . ......ove i e 28% 26% 22%
Professional Services ........... ... ... ... 31% _23% 47%
Totalrevenue . ........ ...t 100% 100% 100%
Cost of revenue:
License .. oo 4% 5% 3%
Maintenance. . ... i 6% 6% 6%
Professional Services .............. ... . L 27% 21% 43%
Amortization of Intangibles ............ .. ... .. ... 0% _ 0% _ 0%
Total cost of revenue........................... _31% _32% _52%
Gross profit margin . ........ ... oL 63% 68% 48%
Operating expenses:
Marketing and sales ......... . ... ... i 35% 39% 35%
Research and development........................ 20% 29% 23%
General and administrative. . ...................... 15% 17% 12%
Stock based compensation .......... . ... ... ... ... 5% 0% 0%
Amortization of goodwill ................ ... ... ... 0% 1% 4%
Restructuring . ...t 0% _ 0% 3%
Total operating expenses................... cee _75% _86% T1%
Loss from operations . ... ................. e (12)% (18)% (29)%
Other income (expense), net.............oovvunn... _ 2% _ 1% _ 0%
Loss before income taxes .............ccociniiinn.. (10)% (17)% (29)%
Provision for income taxes ......... e _ 1% _ 0% __0%
Net 1oss ..o e an% anN% {29)%
The following table summarizes the results of our operations for the periods presented:
Twelve Twelve % Change % Change
Months Months Ten Months in 10/31/03 in 10731702
Ended Ended Ended from from
Oct 31, 2003 Oct 31, 2002 Oct 31, 2001 10/31/02 10/31/01
License revenue ............ $ 9,082 $10,106 $ 7,362 (10)% 37%
Maintenance revenue .. ...... 6,076 5,300 5,135 15% 3%
Professional services revenue. . 6,901 4,550 11,412 52% (60)%
Total revenue ............ 22,059 19,956 23,909 11% (17)%
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Twelve Twelve % Change % Change

Months Months Ten Months in 10731703 in 10/31/02
Ended Ended Ended from from
Oct 31, 2003 Oct 31, 2002 Oct 31, 2001 10/31/02 10/31/01
Cost of license revenue ... ... 843 902 634 (M % 42%
Cost of maintenance revenue 1,312 1,291 1,191 2% 8%
Cost of services revenue ... .. 6,011 4,041 10,546 49% (62)%
Amortization of intangibles . .. 91 — — — —
Total cost of revenue ... ... 8,257 6,234 12,371 32% (50)%
Operating expenses:
Marketing and sales ... ...... 7,698 7,854 8,482 (2)% (M%
Research and development ... 4,340 5,835 5,464 (26)% 7%
General and administrative . . . 3,267 3,440 2,963 (5% 16%
Stock based compensation. . .. 1,209 — 22 100% (100)%
Amortization of goodwill ... .. —_ 202 396 (100)% (49)Y%
Write off goodwill........... — — 555 — (100)%
Restructuring costs. ......... — — 668 — (100)%
Total operating expense . . . . 16,514 17,331 18,550 (5)% (7)%
Loss from operations ........ (2,712) (3,609) (7,012) (25)% (49)%
Other income (expense),
net ... 397 287 (33) 38% (642)%
Loss before income taxes .. .. (2,315) (3,322) (7,065) (30)% (53)%
Provision for income taxes. . 74 68 93 9% (27)%
Netloss................... $(2,389) $(3,390) $(7,158) (30)% (53)%

Summary Overview

Total revenue for the year ended October 31, 2003 increased by 11% over our total revenue for the twelve
months ended October 31, 2002. This increase resulted from a 52% increase in our professional services
revenues (primarily from our dedicated WebSphere consulting practice) and to a lesser degree from a 15%
increase in our maintenance revenues, and was offset by a 10% decrease in our license revenues in 2003, when
compared to 2002. Total revenue for the year ended October 31, 2002 decreased by 17% from our total
revenue for the ten months ended October 31, 2001. Our total services revenue for 2002 was down 40% from
total services revenue for the 2001 reporting period while license revenues increased 37% over 2001.

Total operating expenses in the year ended October 31, 2003 decreased 5% to $16.5 million from
$17.3 million in 2002. Our total operating expenses of $17.3 million in 2002 represented a decrease of 7% from
our operating expenses of $18.6 million in 2001. These decreases in both fiscal 2003 and 2002 were the result
of lower costs associated with reduced headcount and cost cutting efforts that we implemented in 2001 and
continued in 2002 and 2003. Our operating expenses for 2003 included a $1.2 million stock based
compensation expense. This charge resulted from the accelerated vesting of employee owned shares issued in
connection with our acquisition of Mokume (please refer to the section titled “Stock Based Compensation’
below) and to a lesser extent from stock options granted to non-employees. Excluding this stock based
compensation expense in 2003, our operating expenses in 2003 would have decreased 12% over 2002 operating
expenses, which did not include any stock based compensation charge.

Net loss for 2003 improved 30% over 2002. Net loss for 2002 was a 53% improvement over the reporting
period in 2001.
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Revenue

Total revenue increased 11% to $22.1 million in the twelve-month period ended October 31, 2003 from
$20.0 million in the twelve-month period ended October 31, 2002. This increase resulted primarily from a 52%
increase in our professional services consulting revenue, which depends significantly on revenues from our
WebSphere consulting practice, and to a lesser extent from increased maintenance revenues, which increased
by 15% year over year. License revenue for 2003 was down 10% from 2002.

The technology sector was the biggest contributor to the increase in 2003, representing 34% of total
revenues in 2003 compared with 18% in 2002, largely attributable to the growth in our WebSphere consulting
practice revenues. Telecom customers, represented 23% of total revenues in 2003 and continue to be a
significant vertical market for Versant although this sector was down compared with 2002 and with historical
norms for Versant, reflecting the ongoing economic challenges in that industry. Defense sector revenue was
consistent with 2002 in percentage terms, representing 14% of total revenue while financial services revenue
increased to 9% of total revenue in 2003 compared with 6% in 2002.

In the twelve-month period ended October 31, 2002 total revenue decreased 17% to $20.0 million from
$23.9 million in the ten-month period ended October 31, 2001. Revenue from telecom and financial services
customers constituted 36% of our total revenue in 2002 compared with 57% in the ten-month period ended
October 31, 2001. Telecom customers were particularly important, comprising 30% of our total revenue in
2002 and 53% of our total revenue in the ten months ended October, 31,2001. Revenues from the defense
sector increased in 2002 and somewhat mitigated declines in the commercial sector, accounting for 14% of our
total revenue in 2002

International revenues were $5.4 million or 25% of our total revenue in 2003, $6.4 million or 32% of our
total revenue in 2002 and $6.5 million or 28% of our total revenue in 2001. The decrease over all reported
periods was the result of the economic downturn, especially as it applied to the telecommunications industry,
which has had a more marked effect on international sales than on domestic sales, particularly in Europe. We
intend to maintain our sales and marketing activities outside the United States, which include supporting our
subsidiaries, distributors and resellers in Europe, Japan and other Asia/Pacific countries. This will require
significant management attention and financial resources, and may increase costs and impact margins unless
and until corresponding revenue is achieved.

Our international sales are made at the foreign currency equivalent of a U.S. dollar based price. An
increase or decrease in the value of the United States dollar relative to foreign currencies could make our
products more or less expensive respectively and, therefore, impact our competitiveness in foreign markets. To
the extent that we increase our reliance on international sales, our total revenue may be affected to a greater
extent by seasonal fluctuations resulting from lower sales levels that typically occur during the summer months
in Europe and other parts of the world.

We continue to experience significant quarterly fluctuations in total revenue and believe this trend will
continue in 2004 and is consistent with our industry.

License Revenue

License revenue decreased 10% to $9.1 million in 2003 from $10.1 million in 2002 primarily due to lower
transaction volume (2002’s transaction volume was the highest in four years albeit at lower average deal
values). The reduced transaction volume in 2003 was partially offset by higher average deal values. Lengthy
sales cycles and customers’ preference for licensing our software on an “as needed” basis versus the historical
practice of prepaying license fees in advance of usage continue to be factors affecting our license revenues, as
does the macroeconomic environment, especially as it pertains to the telecom industry. Deployment license
revenues, which we consider to be an important indicator of the relevance of our technology in the
marketplace, accounted for 83% of total license revenues in 2003 compared with 75% of total license revenues
in 2002 and 62% for the reported period of 2001. We are encouraged that deployment license revenue in 2003
and 2002 returned to a level more consistent with historical norms.
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License revenue increased 37% to $10.1 million in 2002 from $7.4 million in the ten month 2001 period,
primarily due to increased deployment license revenues (specifically in the defense sector) and secondarily
due to the resale of third party software, which represented 9% of our 2002 license revenues.

As a percentage of total revenue, license revenues were 41% in 2003, 51% in 2002 and 31% in the ten
months ended October 31, 2001.

Maintenance and Technical Support Revenue

Maintenance and technical support revenue includes revenue derived from maintenance agreements that
provide customers internet and telephone access to support personnel and software upgrades, dedicated
technical assistance and emergency response support options. It also includes maintenance revenue on the
resale of third party products.

Maintenance and technical support revenues increased 15% to $6.1 million in 2003 from $5.3 million in
2002, and in 2002 they increased 3% from $3.1 million when compared to the ten months ended October 31,
2001. These increases were primarily due to an increase in maintenance pricing on new license deals which
mitigated the impact of reduced license sales and also our continued efforts to bring the installed customer
base current on their maintenance contracts for customers that were running older versions of our software.

As a percentage of total revenues, maintenance and technical support revenues increased to 28% in 2003
from 26% in 2002 and 22% in the ten months ended October 31, 2001.

Professional Services Revenue

Professional services revenue consists of revenue from consulting, training and technical support as well
as billable travel expenses incurred by our service organization.

Professional services revenue increased 52% to $6.9 million in 2003 from $4.6 million in 2002, mainly as a
result of growth in our WebSphere consulting practice and secondarily due to the growth in our Versant
consulting practice. Professional services revenue decreased 60% to $4.6 million in 2002 from $11.4 million in
the ten month 2001 period. The decrease in 2002 from 2001 was mainly the result of a significant one-time
sub-contracted service engagement that commenced in December 2000 and concluded in November 2001,
with a corresponding decline in 2002 services revenue.

As a percentage of total revenue, professional service revenues increased to 31% in 2003 from 23% in
2002, which decreased from 47% of total revenue in the ten months ended October 31, 2001.

Cost of Revenue and Gross Profit Margins

The key factors that cause variations in our cost of revenue are primarily the mix of our product sales and
secondarily, our sales volume. In general, a higher proportion of license revenue will result in lower overall
total costs of revenue and thus higher gross profit margins. Our maintenance revenues have the next lowest
associated costs, with consulting revenues attracting the highest costs.

Total cost of revenue increased 32% to $8.3 million in 2003, up from $6.2 million in 2002. Approximately
68% of this $2.1 million year over year increase was due to our sales mix in 2003, in which a larger proportion
of our revenues were higher cost service revenues, which increased and represented 59% of total revenue in
2003 compared to 49% in 2002, while our license revenues represented 41% of total revenue in 2003 compared
with 51% in 2002. Approximately 32% of our increase in costs of revenue in 2003 was attributable to increased
overall sales volume. Total cost of revenue decreased 50% to $6.2 million in 2002 from $12.4 million in 2001.
Approximately 67% of this $6.2 million year over year decrease was again due to our sales mix, with license
revenues representing 51% of total revenue in 2002 compared with 31% in 2001, while approximately 33% of
the year-over-year decrease in cost of revenue was attributable to decreased overall sales volume.

Total cost of revenue was 37% of total revenue in 2003, 32% of total revenue in 2002 and 52% of total
revenue in 2001.
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Cost of License Revenue

Cost of license revenue consists primarily of product royalty obligations incurred by us when we
sublicense tools provided by third parties, and costs of user manuals, product media, production labor costs,
freight and packaging. Cost of license revenue was 4% of total revenue in 2003, 5% of total revenue in 2002
and 3% of total revenue in 2001. Cost of license revenue was 9% of license revenue in 2003, 2002 and 2001.

Cost of license revenue decreased 7% in 2003 to $843,000 compared to $902,000 in 2002. This net year
over year decline of $59,000 is comprised of approximately $91,000 attributable to decreased license sales
volume offset by approximately $32,000 of incremental resale costs.

Cost of license revenue increased 42% in 2002 to $902,000 as compared to $634,000 in the ten month
2001 period. Approximately 88% of this $268,000 increase was sales volume related, with the remainder
attributable to the cost of reselling third party software, which commenced in 2002, and these increases were
offset by a reduction in royalties payable by us with respect to our enJin product, primarily due to the
fulfillment of our obligations under our third party royalty agreement.

Cost of Maintenance and Technical Support Revenue

Cost of maintenance and technical support revenue consists principally of personnel costs associated with
providing technical support and has remained reasonably constant at approximately 6% of our total revenue in
2003, 2002 and the ten month period ended 2001. Cost of maintenance and technical support revenue was 22%
of maintenance revenue in 2003, 24% in 2002 and 23% in 2001.

Cost of Professional Services Revenue

Cost of professional services revenue consists principally of personnel costs (both employee and sub-
contractor) associated with providing consulting and training. Cost of revenues from professional services may
vary depending on whether such services are provided by Versant personnel or by sub-contracted third party
consultants. Cost of professional services revenue was 27% of total revenue in 2003, 21% of total revenue in
2002 and 43% of total revenue in 2001. Cost of professional services revenue was 87% of professional services
revenue in 2003, 89% in 2002 and 92% in 2001.

Cost of professional services revenue increased 49% to $6.0 million in 2003 from $4.0 million in 2002
almost entirely attributable to increased consulting revenues, especially in our dedicated WebSphere practice.

Cost of professional services revenue decreased 62% to $4.0 million in 2002 from $10.5 million in 2001.
Approximately 97% of this $6.5 million year over year decrease was volume related, due to the conclusion in
November 2001 of a significant one-time sub-contracted service engagement that commenced in December
2000, and the remainder being the favorable cost impact of using a higher proportion of Versant personnel to
provide professional services in 2002 versus 2001.

Marketing and Sales Expenses

Marketing and sales expenses consist primarily of marketing and sales labor costs, sales commissions,
recruiting, business development, travel, advertising, public relations, seminars, trade shows, lead generation,
marketing and sales literature, product management, sales offices, occupancy and depreciation expense.

Marketing and sales expense decreased 2% in 2003 to $7.7 million from $7.9 million in 2002 as a result of
lower commission expense corresponding with the lower license revenue, and lower marketing program costs
in connection with our ongoing efforts to reduce expense. Marketing and sales expense decreased 7% in 2002
to $7.9 million from $8.5 million in the ten month 2001 period as a result of lower marketing program costs.

As a percentage of revenue, marketing and sales expense was 35% in 2003 versus 39% in 2002, primarily
due to increased revenues and secondarily due to reduced expenses. Marketing and sales expense was 39% of
total revenue in 2002 versus 35% in the ten month 2001 period primarily due to decreased revenue but
mitigated by reduced expense.
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Research and Development Expenses

Research and development expenses consist primarily of salaries, recruiting and other employee-related
expenses, depreciation, and expenses associated with development tools, equipment, supplies and travel.

Research and development expenses decreased 26% in 2003 to $4.3 million from $5.8 million for 2002,
due to reduced headcount as well as cost reduction efforts implemented during 2003. Research and
development expenses increased 7% in 2002 to $5.8 million from $5.5 million for the ten month 2001 period.
This increase was the result of comparing twelve months of expense in 2002 to only ten months of expense in
2001.

As a percentage of revenue, research and development expense was 20% in 2003 versus 29% in 2002, -
primarily due to reduced expense and secondarily due to increased revenues. As a percentage of revenue,
research and development expense was 29% in 2002 versus 23% in 2001, primarily due to decreased revenue
and secondarily due to increased expense.

We believe that a significant level of research and development expenditures is required to remain
competitive and complete products under development. Accordingly, we anticipate that we will continue to
devote substantial resources to research and development to design, produce and increase the quality,
competitiveness and acceptance of our products. However, if we continue our research and development
efforts without corresponding increases in revenue, our results of operations would be adversely affected. To
date, all research and development expenditures have been expensed as incurred.

General and Administrative Expenses

General and administrative expenses consist primarily of salaries, benefits and other employee related
costs for our finance, human resources, legal and executive management functions. In addition, general and
administrative expenses include outside legal, audit and public reporting costs, allocated facilities costs and
reserves for estimated bad debts.

General and administrative expenses decreased 5% to $3.3 million in 2003 from $3.4 million in 2002
primarily due to reduced bad debt expense. General and administrative expenses increased 16% to $3.4 million
in 2002 from $3.0 million in the ten month 2001 period, with the increase being principally a function of
comparing twelve months of expenses in 2002 with ten months in 2001.

As a percentage of revenue, general and administrative expense was 15% in 2003 versus 17% in 2002
primarily due to increased revenues and secondarily due to decreased expense. General and administrative
expense was 17% in 2002 versus 12% in the ten month 2001 period primarily due to reduced revenues and
secondarily due to increased expense.

Amortization and Write-down of Goodwill

Our acquisition of Mokume Software in November of 2002 resulted in our recording goodwill of
$363,417. Subsequent to the purchase we reclassified additional goodwill in the amount of $53,400 and in
September of 2003, we recorded additional goodwill of $290,000. As SFAS No. 142 was adopted on
November 1, 2002, it requires that existing goodwill is no longer subject to amortization. As of October 31,
2003, we had goodwill for Mokume of approximately $708,000, which will no longer be amortized. Instead this
goodwill amount will now be subject to periodic evaluations for impairment and will be reduced to the extent
of that impairment. See note 9 to our consolidated financial statements included in ftem 8 of this report.

Our acquisition of Versant Europe in March 1997 resulted in our recording goodwill of $3.3 million. This
goodwill was being amortized on a straight-line basis over seven years, but we changed this estimate to a five-
year period in 1998. We amortized approximately $187,000 of this amount in 2002 and $156,000 of this
amount in 2001. As of October 31, 2003, we had goodwill for Versant Europe of approximately $219,000, no
longer subject to amortization but instead subject to pericdic evaluations for impairment.

Our acquisition of Soft Mountain in September 1998 resulted in our recording goodwill of $1.2 million,
which was being amortized over a five-year period. In October 31, 2001, we wrote off the remaining
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$555,000 net book value of the goodwill related to Soft Mountain because the carrying value of the asset was
impaired as a result of the abandonment of the product and the closure of our office in France.

As of October 31, 2003, we had additional goodwill related to our Versant India acquisition of $21,000,
which will no longer be amortized.

Stock Based Compensation

The Company recorded $337,000 of stock based compensation expense in 1999 related to 125,000 options
granted to a public relations firm pursuant to a November 1, 1999 agreement. These options were exercisable
in full at a weighted average price of $4.45 per vested share. The agreement also granted a monthly retainer of
$5,000 for services provided. These options expired in November of 2002. In January of 2001, the Company
renewed the agreement, which includes compensation to the public relations firm for services rendered at a
monthly rate of $6,000 plus 62,500 non-qualified stock options under its 1996 Equity Incentive Plan. Of the
62,500 options granted, 6,500 vested in full at $1.61 per share, and the remaining 56,000 options vested based
upon meeting certain performance criteria. The non-vested options were exercisable at a weighted average
exercise price of $4.67 per share. The vested and unvested options expired in November 2002, In September of
2003, the company entered into a new agreement with this firm that granted 62,500 options that vested in full
at $2.00 per share. The Company recorded $22,000 to stock based compensation expense in 2001 and $69,513
to stock based compensation expense in 2003, related to these options.

In October of 2003, the Company recorded $4,976 of stock based compensation expense related to 6,000
options granted to a marketing consultant pursuant to a February 29, 2003 agreement. In October of 2003, the
Company also recorded $5,709 of stock based expense related to 3,000 and 250 options granted to a sales
consultant pursuant to July 2002 and November 2002 agreement, respectively.

In October of 2003, the Company also recorded $1.1 million of stock based compensation expense related
to the acceleration of the vesting of employee owned shares, pursuant to an Amendment Agreement dated
September 26, 2003, entered into with certain of the former stockholders of Mokume Software, Inc. (the
“former Mokume stockholders”), which amended the Agreement and Plan of Reorganization dated as of
November 19, 2002 pursuant to which Versant acquired Mokume (the “Mokume Merger Agreement’).
Under the terms of the Mokume Merger Agreement, under certain circumstances Versant was entitled to
repurchase from the former Mokume stockholders a total of 1,212,000 of the Versant shares issued to them
pursuant to the Mokume Merger Agreement (the “Contingent Shares”). The accelerated vesting of
Contingent Shares owned by non-employees was recorded as additional goodwill in the amount of $290,000.
The principal modifications to the Merger Agreement that were affected by the Amendment Agreement are
summarized below.

« A total of 363,600 of the Contingent Shares were forfeited by the former Mokume stockholders and
cancelled without consideration and the remaining 848,400 Contingent Shares are no longer subject to
forfeiture or repurchase by Versant and have been released from any repurchase restrictions that were
applicable to them.

+ Subject to certain conditions, the 2,060,400 shares of Versant common stock issued under the Mokume
Merger Agreement that remain outstanding after the forfeiture of 363,600 Contingent Shares are to be
released from the risk of forfeiture to satisfy claims for indemnification made by Versant under the
Merger Agreement in installments over time as follows:

» 606,400 shares were released from potential forfeiture under indemnification claims on Septem-
ber 26, 2003; and

» The balance of 1,454,000 shares are to be released in various increments at various times during the
one-year period beginning on November 19, 2003 and ending November 19, 2004, when all shares
not previously forfeited would be released from indemnification claims.
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Restructuring Costs

On October 31, 2001, we implemented a restructuring plan aimed at optimizing our performance in
Europe. The primary goal was to reduce operating expenses, while maintaining current revenue streams in
Europe. As a result, we changed our distribution model in France from that of a wholly owned subsidiary to an
independent distributor. As a result of this restructuring we incurred one-time costs related to employee
severance payments, related benefit and outplacement expenses, termination of a building lease and
accounting and legal costs associated with the closure of the office and the write-off of the carrying value of
fixed assets. The total cost of the restructuring was estimated at $668,000 and was recorded as restructuring
costs in operating expenses in the ten months ended October 31, 2001. As of October 31, 2003 all remaining
obligations were paid.

Other Expense, Net

Other income (expense), net primarily represents the foreign currency gain or loss as a result of settling
transactions denominated in currencies other than our functional currency and the re-measurement of non-
functional currency monetary assets and liabilities. Secondarily, it represents the interest expense associated
with our financing activities offset by income earned on our cash and cash equivalents. We reported net other
income of $397,000 in 2003, which includes a foreign exchange gain of $343,000 in connection with foreign
currency transaction adjustments recorded in 2003, $2,000 interest expense and $56,000 other income
expense, net. We reported net other income of $287,000 in 2002, which includes a $200,000 refund we
received from an insurance deductible paid in prior periods and experienced lower interest payments on capital
leases and bank loans. We reported net other expense of $53,000 in the ten month 2001 period.

Provision for Income Taxes

We account for income taxes in accordance with Statement of Financial Accounting Standards No. 109,
“Accounting for Income Taxes.” We incurred net operating losses in 2003, 2002, and 2001. We also incurred
foreign withholding taxes of $74,000, $68,000 and $93,000 in 2003, 2002, and 2001, respectively, which are
included within the income tax provision.

At October 31, 2003, we had federal and state net operating loss carryforwards of $45.5 million and
$11.3 million, respectively, and tax credit carryforwards of $3.3 million expiring on various dates through 2023.
Due to our history of operating losses and other factors, we believe that there is sufficient uncertainty regarding
the realizability of these carryforwards, and therefore a valuation allowance of approximately $20.5 million has
been recorded against our net deferred tax assets of approximately $20.5 million. We will continue to assess
the realizability of the tax benefit available to us based on actual and forecasted operating results.

Due to the “change in ownership” provisions of the Internal Revenue Code of 1986, the availability of net
operating loss and tax credit carryforwards to offset federal taxable income in future periods is subject to an
annual limitation due to changes in ownership for income tax purposes.
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Liquidity and Capital Resources

Ten Months
Year Ended Year Ended Ended
October 31, October 31, October 31,
2003 % Change 2002 % Change 2001
Net cash provided by (used in)
operating activities............ (1,091,000) (314)% 509,000 57% 325,000
Net cash used in investing
activities . ............ ... (527,000)  (2495)% 22,000 (113)%  (171,000)
Net cash provided by (used in) ‘
financing activities. ........... 673,000 340%  (281,000) (17)%  (338,000)
Period-end cash, cash equivalents
and short-term investments .... 3,311,000 (25)% 4,427,000 8% 4,101,000
Period-end working capital....... 602,000 (74)% 2,326,000 (37)% 3,664,000

At October 31, 2003, we had $3.3 million in cash and cash equivalents, a decrease from $4.4 million as of
October 31, 2002, which was a slight increase from $4.1 million in cash and cash equivalents as of October 31,
2001. As of October 31, 2003 our working capital was approximately $602,000, which represented a decrease
from working capital of approximately $2.3 million as of October 31, 2002. Our working capital of $2.3 million
at October 31, 2002 represented a decrease from our working capital of $3.7 million at October 31, 2001.

On September 29, 2003, we issued a press release and filed a report on Form 8-K reporting our signing of
a merger agreement with Poet Holdings, Inc. and our proposed merger with Poet. Through October 31, 2003,
we have incurred approximately $800,000 in merger related costs, consisting primarily of legal and investment
banking fees and we expect to incur approximately $300,000 additional expenses in order to complete the
merger, which involves registering the stock we would issue in the merger under the Securities Act and the
holding of a special stockholder meeting to consider and vote on the proposed merger. If the merger
agreement with Poet is terminated without consummation of the proposed merger in certain circumstances,
which could include the failure of our shareholders to approve the merger, we could become liable to pay Poet
certain termination fees, ranging in amount from $500,000 to $1,000,000.

We maintain a revolving credit line with a bank that expires in July 2004. The maximum amount that can
be borrowed under the revolving credit line is $5.0 million. As of October 31, 2003, there were $500,000
borrowings (drawn in October 2003) outstanding under this line and this balance was repaid in full in
November 2003. As of October 31, 2002, there were no borrowings outstanding under this line. As of
October 31, 2001, there were $500,000 borrowings outstanding; and this balance was repaid in November
2001. Borrowings are limited to 80% of eligible accounts receivable and are secured by a lien on substantially
all of our assets. Borrowings outstanding bear interest at prime rate plus 4.00% (8.00% at October 31, 2003).
The amount available under this line fluctuates monthly based on the eligibility of our receivables and is not
indicative of future availability under this line. The loan agreement contains no financial covenants regarding
our monthly or quarterly profitability or net asset position, and prohibits cash dividends and mergers and
acquisitions without the bank’s prior approval. The bank has consented to our proposed merger with Poet
Holdings.

In fiscal 2003, operating activities used net cash of $1.1 million. In 2003, net loss of $2.4 million, was
offset by a non-cash stock based compensation expense of $1.2 million and depreciation and amortization of
$987,000 and a reduction of inventory and deferred revenue of $723,000 and $405,000, respectively. In fiscal
2002, operating activities provided net cash of $509,000. Net loss of $3.4 million in 2002 was offset by a
reduction of accounts receivable of $2.2 million and depreciation and amortization costs of $1.3 million. In the
ten months ended October 31, 2001, operating activities provided net cash of $325,000. Our net loss of
$7.2 million for the ten month 2001 period, which was generated primarily in the first quarter of 2001, was
offset by a reduction of accounts receivable of $4.8 million, goodwill write-down of $555,000 and depreciation
and amortization of $1.6 million.
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In fiscal 2003, net cash of $527,000 was used in investing activities, which included $260,000 of Mokume
acquisition costs and $267,000 for the purchase of capital equipment needed to support our growth. In fiscal
2002, investing activities provided $22,000 of net cash, which represented proceeds from the sale of obsolete
equipment, offset by the purchase of other equipment. In the ten month 2001 period net cash used in investing
activities was $171,000, for the purchase of equipment.

In fiscal 2003, net cash of $673,000 was provided by financing activities and included $500,000 borrowed
under our revolving credit line and $177,000 of proceeds from the sale of common stock in connection with our
employee stock purchase program. In fiscal 2002, we used $281,000 of net cash in financing activities.
Repayments of borrowings under our bank line of $550,000 and principal payments of $56,000 under capital
lease obligations were partially offset by proceeds of $325,000 from the sale of common stock in connection
with our employee stock purchase plan. In the ten month 2001 period, net cash used in financing activities was
$338,000 due to repayments of borrowings under our line of credit of $770,000, principal payments under our
capital lease of $43,000 and the repurchase of common shares of $1,000 being partially offset by $476,000 in
proceeds from the exercise of employee stock options and the sale of common stock to our employees under
employee benefit plans.

At October 31, 2003, our commitments for capital expenditures were not material.

We believe that our current cash, cash equivalents and line of credit, and any net cash provided by
operations, will be sufficient to meet our anticipated cash needs for working capital and capital expenditures
for fiscal 2004, irrespective of whether or not the proposed merger with Poet Holdings, Inc. is consummated.
We base this assertion on the following factors:

¢ Our Net Days Sales Outstanding (DSO) at the end of 2003 was 64 days. This important cash
collection indicator has been under 90 days consistently since the third quarter of 2001 and we are
committed to maintaining this performance.

« Qur estimated quarterly run rate for operating expenses for the immediate future is in the range of
$3.7 million to $4.2 million and is the lowest point since Versant became a public company in 1996.

* We have a line of credit through July 2004 that is readily available to address short-term liquidity
fluctuations. To date this credit line has remained largely unutilized. The minimum amount that has
been consistently available to us under this credit line, given its eligibility requirements, has been
$1.5 million, while the maximum we have ever drawn down has been $1.0 million, and this for a period
of less than one month.

» We believe that, based on current market conditions, we might be able to raise private financing if
necessary, though such financing might require sales of our stock at prices below prevailing market
prices, which could dilute the interests of existing shareholders. While we currently do not intend
pursuing this option in the immediate future, this may become a more necessary focus should the
proposed merger with Poet Holdings, Inc. not be consummated, particularly if we then became
obligated to pay Poet any termination fees pursuant to the terms of our merger agreement with Poet.

If the proposed merger with Poet Holdings, Inc does indeed become effective, within the March 2004
timeframe, then we expect the cash balance in the merged company to be within a range of approximately
$6 million to $8 million upon the effective date. It is possible that, if the merger with Poet is approved and
consummated, shareholders of Poet and Versant who did not vote in favor of the merger may be able to
exercise statutory dissenters’ appraisal rights in connection with the merger, which would potentially enable
such shareholders to receive cash payments from Versant equal to the fair market value of their shares. The
amounts that might have to be paid to satisfy such appraisal rights are unknown, but would reduce the
combined company’s cash reserves to the extent exercised.

Although we expect to effectively manage our cash resources, there can be no assurance that our cash
resources will be adequate as our operating results are very difficult to predict and we are dependent upon
future events, including our ability to successfully renew our current revolving credit line or obtain additional
debt or equity financing, if financial results fall short of our goals. The incremental cost requirements
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surrounding the proposed merger with Poet Holdings, Inc. has placed a significant further burden on the
company’s cash resources. Additional debt or equity financing may be required or desirable, although it is not
currently anticipated, and may not be available to us on commercially reasonable terms, or at all. In addition,
debt or equity financing if available, would require Poet’s pre-approval of such financing transaction, under the
terms of our merger agreement with Poet and there is no assurance that this approval would be forthcoming.
The prices at which new investors would be willing to purchase our securities may be lower than the market
value or trading price of our common stock. The sale of additional equity or convertible debt securities could
result in dilution to our shareholders, which could be substantial and may involve the issuance of preferred
securities that would have liquidation preferences that entitle holders of the preferred securities to receive
certain amounts before holders of common stock in connection with an acquisition or business combination
involving Versant or a liquidation of Versant. New investors may also seek agreements giving them additional
voting’ control or seats on our board of directors. Even if we were able to obtain additional debt or equity
financing, the terms of this financing might significantly restrict our business activities and in some
circumstances, might require us to obtain the approval of our shareholders, which could delay or prevent
consummation of the financing transaction. Cash may also be needed to acquire or invest in complementary
businesses or products or to obtain the right to use complementary technologies and we expect that, in the
event of such an acquisition or investment, we will need to seek additional debt or equity financing.

Recently Issued Accounting Pronouncements

In December 2002, the Financial Accounting Standards Board (FASB) issued Statement of Financial
Accounting Standards No. 148 (SFAS 148), Accounting for Stock-Based Compensation — Transition and
Disclosure. SFAS 148 amends FASB Statement No. 123 (SFAS 123), Accounting for Stock-Based
Compensation, to provide alternative methods of transition for a voluntary change to the fair value based
method of accounting for stock-based employee compensation. In addition, SFAS 148 amends the disclosure
requirements of SFAS 123 to require prominent disclosures in both annual and interim financial statements
about the method of accounting for stock-based employee compensation and the effect of the method used on
reported results. The transition guidance and annual disclosure provisions of SFAS 148 are effective for fiscal
years ending after December 15, 2002. The interim disclosure provisions are effective for financial reports
containing financial statements for interim periods beginning after December 15, 2002. The adoption of
SFAS 148 did not have an effect on our financial position, results of operations or cash flows.

In November 2002, the Emerging Issues Task Force (EITF) reached a consensus on Issu¢ No. 00-21
(EITF 00-21), Revenue Arrangements with Multiple Deliverables. EITF 00-21 addresses certain aspects of
the accounting by a vendor for arrangements under which the vendor will perform multiple revenue generating
activities. EITF 00-21 is effective for interim periods beginning after Juhe 15, 2003. The adoption of
EITF 00-21 did not have a material effect on our financial position, results of operations, or cash flows.

In November 2002, the FASB issued Interpretation No. 45 (Interpretation 45), Guarantor’s Accounting
and Disclosure Requirements for Guarantees, Including Indirect Guarantees of Indebtedness of Others, which
clarifies disclosure and recognition/measurement requirements related to certain guarantees. The disclosure
requirements are effective for financial statements issued after December 15, 2002 and the recognition/
measurement requirements are effective on a prospective basis for guarantees issued or modified after
December 31, 2002. The adoption of Interpretation 45 did not have a material effect on our financial position,
results of operations or cash flows. : '

In July 2001, the FASB issued SFAS No. 142, Goodwill and Intangible Assets, which supersedes APB
Opinion No. 17, Intangible Assets. Under SFAS No. 142, goodwill and intangible assets with indefinite lives
are not amortized but are tested for impairment annually (unless indication of impairment becomes apparent
sooner) using the fair value approach (except in certain circumstances), while other intangible assets will
continue to be valued and amortized over their estimated lives, and in-process research and development will
continue to be written off immediately. All acquired goodwill must be assigned to reporting units for purposes
of impairment testing and segment reporting and, effective January 1, 2002 for fiscal years commencing after
December 31, 2001, existing goodwill will no longer be subject to amortization. Due to our change in fiscal
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year-end from December 31 to October 31, we adopted SFAS No. 142 on November 1, 2002, from which
date, we wiil no fonger amortize goodwill.

In April 2002, the FASB issued SFAS No. 145, Rescission of FASB Statements No. 4, 44, and 64,
Amendment of FASB SFAS No. 13, and Technical Corrections. SFAS 145 rescinds SFAS 4, Reporting Gains
and Losses from Extinguishment of Debt-an amendment of APB Opinion No. 30, which required all gains and
losses from extinguishment of debt to be aggregated and, if material, classified as an extraordinary item, net of
related income tax effect. SFAS 145 also makes non-substantive technical corrections to existing pronounce-
ments. SFAS No. 145 is effective for fiscal years beginning after May 15, 2002 with earlier adoptien
encouraged. The provisions of SFAS No. 145 did not have a material effect on our financial position, results of
operations, or cash flows.

In June 2002, the FASB issued SFAS No. 146, Accounting for Costs Associated with Exit or Disposal
Activities. SFAS No. 146 addresses financial accounting and reporting for costs associated with exit or disposal
activities and nullifies Emerging Issues Task Force (EITF) Issue No. 94-3, Liability Recognition for Certain
Employee Termination Benefits and Other Costs to Exit an Activity (Including Certain Costs Incurred in a
Restructuring). This statement requires recognition of a liability for a cost associated with an exit or disposal
activity when the liability is incurred, as opposed to when the entity commits to an exit plan under EITF
No. 94-3. This statement also establishes that fair value is objective for initial measurement of the liability.
The provisions of this statement are effective for exit or disposal activities that are initiated after December 31,
2002. The adoption of SFAS No. 146 did not have a material effect on our financial position, results of
operations, or cash flows.

In May 2003, the FASB issued Statement of Financial Accounting Standards No. 150, 4ccounting for
Certain Financial Instruments with Characteristics of both Liabilities and Equity (SFAS 150). SFAS 150
establishes standards for how an issuer classifies and measures certain financial instruments with characteris-
tics of both liabilities and equity. It requires that an issuer classify a financial instrument that is within its
scope as a liability (or an asset in some circumstances). Many of those instruments were previously classified
as equity. SFAS 150 is effective for financial instruments entered into or modified after May 31, 2003, and
otherwise is effective at the beginning of the first interim period beginning after June 15, 2003. The adoption of
SFAS 150 did not have an effect on our financial position, results of operations or cash flows.

Quarterly Information (Unaudited}):

Summarized quarterly supplemental consolidated financial information for 2003 and 2002 is as follows:

Fiscal 2003 Quarters Ended Fiscal 2002 Quarters Ended
Jan 31, Apr 30, Jul 31, Oct 31, Jan 31, Apr 30, Jul 31, Oct 31,
(In thousands, except per share data)
Revenue ............. $5,849  $5,024 $5429 $ 5757 $6,104 $§ 4701 $ 4,449  $4,702
Gross profit........... 3,765 3,021 3,387 3,629 4,036 3,167 3,077 3,442
Operating loss . ........ (720) (802) (142)  (1,048) (618)  (1,386) (1,280) (325)
Net1oss...oovoevn.... (664)  (772)  (153) (800)  (578) (1,082) (1,323)  (407)

Basic net loss per share (.0%9) (.06) (.01 (.06)  (0.05) (0.09) (0.11)  (0.03)
Diluted net loss per

share .............. $ (05) $ (06) $(01) $ (06) $ (03) $ (09 $ (11) $ (.03)

Risk Factors

This Form 10-K contains forward-looking statements that involve risks and uncertainties, including, but
not limited to, those set forth below, that could cause our actual results to differ materially from those
described in the forward-looking statements. The matters set forth below should be carefully considered when
evaluating our business and prospects.
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Risks Related to Our Business

We have limited working capital and may experience difficulty in obtaining needed funding, which may
limit our ability to effectively pursue our business strategies. At October 31, 2003, we had $3.3 million in
cash and cash equivalents and working capital of approximately $602,000 and we experienced declines in our
cash and working capital in fiscal 2003. To date, we have not achieved profitability or positive cash flow on a
sustained basis. Although we believe that our current cash, cash equivalents, line of credit, and any net cash
provided by operations will be sufficient to meet our anticipated cash needs for working capital and capital
expenditures for the next twelve months, it is possible that events may occur that could render our current
working capital reserves insufficient. Because our revenue is unpredictable and a significant portion of our
expenses are fixed, a reduction in projected revenue or unanticipated requirements for cash outlays could
deplete our limited financial resources. For example, our new real-time business initiative may increase our
operating expenses, and if revenues from the real-time business don’t materialize when anticipated our
working capital could be adversely impacted. Impairment of our working capital would require us to make
expense reductions and/or to raise funds through borrowing or debt or equity financing. If we require
additional external funding, there can be no assurance that we will be able to obtain it under our bank line of
credit because borrowings under our credit line are limited to eligible accounts receivable. In addition, when
our bank line expires in July 2004, there can be no assurance that it will be renewed. Likewise, there can be no
assurance that any equity or debt funding will be available to us on favorable terms, if at all. If we cannot
secure adequate financing sources, then we would be required to reduce our operating expenses, which would
restrict our ability to pursue our business objectives.

We are dependent on a limited number of products. Nearly all of our revenue to date has been derived
from two products, VDS and Versant enJin. Consequently, if our ability to generate revenue from either of
these products, particularly VDS, were negatively impacted, our business, cash flows and results of operations
would be materially adversely affected. Many factors could negatively impact our ability to generate revenue
from VDS and enJin, including without limitation slowness in the general economy or in key industries we
serve, such as the telecommunications and financial services industries, the success of competitive products of
other vendors, reduction in the prices we can obtain for our products due to competitive factors, the adoption
of new technologies or standards that make either product technologically obsolete or customer reluctance to
invest in object-oriented technologies. Although we plan to eventually diversify our product line through our
real-time business initiative, there can be no assurance that currently released or future developed real-time
products will facilitate this objective, nor that such products will be well received by the market. Accordingly,
any significant reduction in revenue levels from VDS or Versant enJin can be expected to have a strong
negative impact on our business and results of operation.

Our revenue levels are not predictable. Our revenue has fluctuated dramatically on a quarterly basis, and
we expect this trend to continue. These quarterly fluctuations result from a number of factors, including:

+ delays by our customers in signing revenue-bearing contracts that were expected to be entered into in a
particular fiscal quarter;

« general macroeconomic factors as they impact IT capital purchasing decisions;
« the lengthy sales cycle associated with our products;
 customer and market perceptions of the value and currency of object-oriented software technology;

« uncertainty regarding the timing and scope of customer deployment schedules of applications based on
VDS and Versant enJin;

« uncertainty regarding customer acceptance of our first real-time product, VRTF;
» failure to timely develop and launch successful new products;

+ fluctuations in domestic and foreign demand for our products and services, particularly in the
telecommunications, financial services, and defense markets;

+ the impact of new product introductions, both by us and by our competitors;
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« our unwillingness to lower prices significantly to meet prices set by our competitors;
» the effect of publications of opinions about us and our competitors and their products;

+ customer order deferrals in anticipation of product enhancements or new product offerings by us or our
competitors; and

« potential customers’ unwillingness to invest in our products given our perceived financial instability.

We may not be able to manage costs effectively given the unpredictability of our revenue. We expect to
continue to maintain a relatively high level of fixed expenses, including expenses related to our new real-time
business. If planned revenue growth, including revenue from real-time products, does not materialize, our
business, financial condition and results of operations will be materially harmed.

Our customer concentration increases the potential volatility of our operating results. A significant
portion of our total revenue has been, and we believe will continue to be, derived from a limited number of
orders placed by large organizations. For example, one customer, IBM (who subcontracts us for WebSphere
consulting engagements ), represented 19% of total revenue in 2003 and 14% of our total revenue for 2002.
The timing of large orders and of their fulfillment has caused, and in the future is likely to cause, material
fluctuations in our operating results, particularly on a quarterly basis. In addition, our major customers tend to
change from year to year. The loss of any one or more of our major customers or our inability to replace a
customer making declining purchases with a different major customer could have a material adverse effect on
our business.

Reduced demand for our products and services may prevent us from achieving targeted revenue and
profitability. Our revenue and our ability to achieve and sustain profitability depend on the overall demand
for the software products and services we offer. The general economic slowdown in the world economy may
have caused potential or existing customers to defer purchases of our products and services and otherwise alter
their purchasing patterns. Capital spending in the information technology sector generally has decreased over
the past two years and many of our customers and potential customers have experienced declines in their
revenues and operations. The terrorist acts of September 11, 2001 also have increased the current uncertainty
in the economic environment, and we cannot predict the impact of these or similar events in the future, or of
any related or unrelated military action, on our customers or our business. We believe that, in light of these
concerns, some businesses may continue to curtail or eliminate capital spending on information technology. In
addition, we have experienced continued hesitancy on the part of our existing and potential customers to
commit to new products or services from us. If U.S. or global economic conditions worsen, this revenue
impact may worsen as well and have a material adverse impact on our business, operating results and financial
condition.

We rely for revenue on the telecommunications and financial services industries, which are characterized
by complexity and intense competition. Historically, we have been highly dependent upon the telecommuni-
cations industry and, more recently, on the financial services market, and we are becoming increasingly
dependent upon the defense industry for sales of VDS and Versant enJin. Our success in these areas is
dependent, to a large extent, on general economic conditions, our ability to compete with alternative
technology providers and whether our customers and potential customers believe we have the expertise and
financial stability necessary to provide effective solutions in these markets on an ongoing basis. If these
conditions, among others, are not satisfied, we may not be successful in generating additional opportunities in
these markets. Currently, companies in these markets are scaling back their technology expenditures and the
telecommunications industry has in particular experienced significant economic difficulties and consolidation
trends which could jeopardize our ability to continue to derive revenue from customers in that industry. In
addition, the types of applications and commercial products for the telecommunications, financial services and
defense markets are continuing to develop and are rapidly changing, and these markets are characterized by an
increasing number of new entrants whose products may compete with ours. As a result, we cannot predict the
future growth of (or whether there will be future growth in) these markets, and demand for object-oriented
databases and real-time e-business applications in these markets may not develop or be sustainable. We also
may not be successful in attaining a significant share of these markets due to competition and other factors,
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such as our limited working capital. Moreover, potential customers in these markets generally develop
sophisticated and complex applications that require substantial consulting expertise to implement and
optimize. This requires that we maintain a highly skilled consulting practice with specific expertise in these
markets. There can be no assurance that we can hire and retain adequate personnel for this practice.

We depend on our international operations. A large portion of our revenue is derived from customers
located outside the United States. For the year ended October 31, 2003, approximately 25% of our total
revenue was derived from customers outside the United States and Canada. This requires that we operate
internationally and maintain a significant presence in international markets. In addition, we also perform a
significant amount of engineering work in India through our wholly owned subsidiary located in Pune, India.
Within our last fiscal year we have transitioned some of our international sales efforts to a business model that
employs local distributors. While use of local distributors reduces certain sales and operating expenses, it also
makes our business more dependent on the skills and efforts of third parties and can decrease our profit
margins.

Our international operations are subject to a number of other risks. These risks include, but are not
limited to:

» longer receivable collection periods;

» changes in regulatory requirements;

+ dependence on independent resellers;

« multiple and conflicting regulations and technology standards;

» import and export restrictions and tariffs;

» difficulties and costs of staffing and managing foreign operations;
 potentially adverse tax consequences;

« foreign exchange rate fluctuations;

+ the burdens of complying with a variety of foreign laws;

+ the impact of business cycles, economic and political instability and potential hostilities outside the
United States; and

« limited ability to enforce agreements, intellectual property rights and other rights in some foreign
countries.

In addition, in light of increasing global security concerns in the wake of the events of September 11,
2001, there may be additional risks of disruption to our international sales activities. Any prolonged disruption
in markets in which we derive significant revenue may potentially have an adverse impact on our revenues and
results of operations.

Our products have a lengthy sales cycle. Our sales cycle, which varies substantially from customer to
customer, often exceeds nine months and can sometimes extend to a year or more. Sales to our e-business
customers are often concluded in shorter time intervals but on the other hand sales to the defense industry can
take considerably longer. Due in part to the strategic nature of our products and associated expenditures,
potential customers are typically cautious in making product acquisition decisions. While we believe that the
sales cycle for real-time products is shorter than for VDS, it may be that our initial sales of real-time products
may have even longer sales cycles as we strive to build credibility with new customers in different industries.
The decision to license our products generally requires us to provide a significant level of education to
prospective customers regarding the uses and benefits of our products, and we must frequently commit,
without any charge or reimbursement, pre-sales support resources, such as assistance in performing
benchmarking and application prototype development. Because of the lengthy sales cycle for our products and
the relatively large average dollar size of individual licenses, a lost or delayed sale could have a significant
impact on our operating results for a particular period.

36




We are focusing our growth efforts on our new real-time computing business, which presents certain new
risks. Our acquisition of Mokume Software in November 2002 initiated implementation of our strategy to
develop a “real-time” business. Qur strategic objective for this business is to expand our business base by using
real-time technology, leveraged with our existing data management technology, to develop new solutions
designed to enable us to address new customers in different industries. To date we have developed one real-
time product, VRTF, and hope to ultimately develop additional real-time applications for the VRTF
technology as part of this business initiative However the real-time market is relatively new and our efforts to
develop a real-time business will require us to sell and market our products to manufacturing companies and
companies in other new industries with which we have not had prior sales or marketing experience. We believe
that success in developing and selling real-time business products will require us to devote appropriate efforts
to developing strong sales, marketing and development skills required to address new target markets. These
efforts may increase our operating costs, and if we fail to timely generate revenue from our real-time business,
our working capital and operating results could be adversely affected. There can be no assurance that our
efforts to pursue the real-time computing business will be successful or will not adversely affect our financial
condition or results of operations, particularly in the near term.

We are subject to litigation and the risk of future litigation. We and certain of our present and former
officers and directors were named as defendants in four class action lawsuits filed in the United States District
Court for the Northern District of California in 1998. The complaint alleged violations of Sections 10(b) and
20(a) of the Securities Exchange Act of 1934, or Exchange Act, and Securities and Exchange Commission
Rule 10b-5 promulgated under the Exchange Act, in connection with public statements about Versant and its
financial performance. Although this case has been dismissed as of this date, there can be no assurance that
we will not be subject to similar litigation in the future.

Risks Related to Our Industry

We face competition for our products. For our VDS product, we compete with companies offering
object and relational database management systems. Object-oriented competitors include eXcelon (which was
acquired by Progress Software Corporation in 2002) and Objectivity, Inc. and Poet Holdings, Inc. Traditional
relational database management competitors include Oracle, Computer Associates, Sybase, IBM and
Microsoft.

In the e-business market our competitors can be divided into two groups. First, we compete with
relational database management companies, many of which have modified or are expected to modify their
relational database management systems to incorporate object-oriented interfaces and other functionality and
claim that this object-relational functionality is an adequate solution for integration with application servers.
Second, we face competition from object-oriented companies such as eXcelon, Persistence Software and
TopLink that provide components similar to those included in our Versant enJin product offering. In order for
our products to be well accepted in the e-business market, it is important for one or more of our technical
partnerships with application server vendors such as IBM and BEA to become deeper and more extensive.

Many of our competitors, and especially Oracle and Computer Associates, have longer operating
histories, significantly greater financial, technical, marketing, service and other resources, significantly greater
name recognition, broader product offerings and a larger installed base of customers than ours. In addition,
many of our competitors have well-established relationships with our current and potential customers. Our
competitors may be able to devote greater resources to the development, promotion and sale of their products.
They also may have more direct access to corporate decision-makers based on previous relationships and may
be able to respond more quickly to new or emerging technologies and changes in customer requirements, We
may not be able to compete successfully against current or future competitors, and competitive pressures
could have a material adverse effect on our business, operating results and financial condition.

We depend on successful technology development. We believe that significant research and develop-
ment expenditures will be necessary for us to remain competitive. While we believe our research and
development expenditures will improve our product lines, because of the uncertainty of software development
projects, these expenditures will not necessarily result in successful product introductions. Uncertainties
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affecting the success of software development project introductions include technical difficulties, market
conditions, competitive products and consumer acceptance of new products and operating systems. In
particular we expect that we will need to devote substantial effort to the development of new products in our
real-time solutions division.

We also face certain challenges in integrating third-party technology with our products. These challenges
include the technological challenges of integration, which may result in development delays, and uncertainty
regarding the economic terms of our relationship with the third-party technology providers, which may result
in delays of the commercial release of new products.

We have developed technology that will allow Versant enJin to support BEA WebLogic, IBM
WebSphere and other J2EE-based application servers; however, undiscovered bugs or errors may exist that
prevent us from achieving the functionality we seek with these integrations. In addition, because Java Bean
containers are specific to each application server vendor and no standards have been adopted for these
containers, we may not be able to take advantage of our existing development work when propagating our
solution for other application server vendors.

Our future success will depend in part on our ability to integrate our products with those of vendors
providing complementary products. Versant enJin and VDS must be integrated with compilers, development
tools, operating systems, and other software and hardware components to produce a complete end user
solution. We may not receive the support of these third-party vendors, some of which may compete with us, in
integrating our products with their products.

We must protect our intellectual property. Despite our efforts to protect our proprietary rights,
unauthorized parties may attempt to copy aspects of our products, obtain or use information that we regard as
proprietary or use or make copies of our products in violation of license agreements. Policing unauthorized use
of our products is difficuit and potentially expensive. In addition, the laws of many jurisdictions do not protect
our proprietary rights to as great an extent as do the laws of the United States. Shrink-wrap licenses may be
wholly or partially unenforceable under the laws of certain jurisdictions, and copyright and trade secret
protection for software may be unavailable in certain foreign countries. Our means of protecting our
proprietary rights may not be adequate, and our competitors may independently develop similar technology.

We may be subject to claims of intellectual property infringement. We expect that developers of object-
oriented technology will increasingly be subject to infringement claims as the number of products, competitors
and patents in our industry segment grows. For example, we have received correspondence from a third party
alleging that we received misappropriated intellectual property from Mokume Software when we acquired
Mokume and that Mokume had interfered with certain business relationship of that third party. We believe
these claims lack merit and we intend to defend them vigorously if they are pursued. Any claim of this type,
whether meritorious or not, could be time-consuming, result in costly litigation, cause product shipment delays
and require us to enter into royalty or licensing agreements. Royalty or licensing agreements might not be
available on terms acceptable to us or at all, which could have a material adverse effect upon our business,
operating results and financial condition.

We depend on our personnel, for whom competition is intense. Qur future performance depends in
significant part upon the continued service of our key technical, sales and senior management personnel. The
loss of the services of one or more of our key employees could have a material adverse effect on our business.
Our future success also depends on our continuing ability to attract, train and motivate highly qualified
technical, sales and managerial personnel. Qur current financial position may make it more difficult to attract
and retain highly talented individuals due to constraints on our ability to offer compensation at levels that may
be offered by larger competitors.

Risks Related to Our Stock

Qur common stock is listed on the Nasdag SmallCap Market. We do not currently meet the listing
requirements necessary for our common stock to be listed on the Nasdaq National Market System, or NMS.
Effective on October 1, 2002, we transferred the listing of our commeon stock from the NMS to The Nasdaq
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SmallCap Market. The listing of our common stock on The Nasdaq SmallCap Market may be perceived as a
negative by investors and may adversely affect the liquidity and trading price of our common stock. We may
be unable to re-list our common stock on the NMS.

In order for our common stock to continue to be listed on The Nasdaq SmallCap Market, we must satisfy
the Nasdaq SmallCap listing requirements, and there can be no assurance that we will be able to do so. In
order for our common stock to continue to be listed for trading on The Nasdaq SmallCap Market, we must
continue to satisfy the listing requirements of the Nasdaq SmallCap Market. Although the continued listing
requirements of the Nasdaq SmallCap Market are not as demanding as those of the NMS, they do, among
other things, require that our stock have a minimum bid price of $1.00 per share and that we either (i) have
stockholders’ equity of $2,500,000, or (ii) have $500,000 in net income or (iii) that the market value of our
publicly held shares be $35 million or more. For several reasons, including the fact that the bid price of our
common stock has in the past been below $1.00 per share for a significant time period, there remains a
significant risk that our common stock will cease to qualify for listing on the Nasdaq SmallCap Market. We
regained compliance with the Nasdaq SmallCap minimum bid price requirement on September 5, 2003. At
October 31, 2003, we did not meet The Nasdaq Smallcap’s net income requirement, but our stockholders’
equity was approximately $3.3 million, in excess of the Nasdaq SmallCap requirement. If our common stock
is delisted from trading on the Nasdaq SmallCap Market, then the trading market for our common stock, and
the ability of our stockholders to trade our shares and obtain liquidity and fair market prices for their Versant
shares may be significantly impaired and the market price of Versant’s common stock may decline
significantly. :

We may engage in future acquisitions that dilute our stockholders and cause us to incur debt or assume
contingent liabilities. As part of our strategy, we expects to review opportunities to buy other businesses or
technologies that would complement our current products, expand the breadth of our markets or enhance
technical capabilities, or that may otherwise offer growth opportunities. In the event of any future acquisitions,
we could:

« issue stock that would dilute current stockholders’ percentage ownership;

+ incur debt; or

« assume liabilities.

These purchases also involve numerous risks, including:

 problems combining the purchased operations, technologies or products;

« unanticipated costs;

« diversion of management’s attention from our core business;

+ adverse effects on existing business relationships with suppliers and customers;

» risks associated with entering markets in which we have no or limited prior experience; and
« potential loss of key employees of purchased organizations.

We cannot assure you that we will be able to successfully integrate Poet’s business or any businesses,
products, technologies or personnel that we might purchase in the future.

Our stock price is volatile. Our revenue, operating results and stock price have been and may continue
to be subject to significant volatility, particularly on a quarterly basis. We have previously experienced revenue
and earnings results that were significantly below levels expected by securities analysts and investors, which
have had an immediate and significant adverse effect on the trading price of our common stock. This may
occur again in the future. Additionally, as a significant portion of our revenue often occurs late in the quarter,
we may not learn of revenue shortfalls until late in the quarter, which, when announced, could result in an
even more immediate and adverse effect on the trading price of our common stock.
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Ownership of our stock is concentrated. As a result of the Vertex note conversion and equity financing in
July 1999, ownership of our equity has become more concentrated. Based on Vertex’s filings with the SEC,
which indicate that Vertex holds the equivalent of 4,027,034 shares (assuming conversion of all their preferred
shares at the current conversion rate of two common shares for each preferred share and exercise of all their
warrants), and assuming that Versant has 18,220,962 shares outstanding (which amount consists of all
outstanding shares of our common stock as of January 1, 2004, plus shares resulting from the conversion of all
preferred shares at their current conversion rate and the exercise of all warrants held by Vertex), Vertex and
its affiliates would beneficially own approximately 22% of our common stock.

The holders of our preferred stock have a substantial liquidation preference over the holders of our
common stock. The outstanding shares of our preferred stock held by Vertex and other preferred
stockholders currently are entitled to a liquidation preference of approximately $14 million. This means that,
in the event of an acquisition of Versant, our preferred shareholders would be entitled to receive approximately
the first $14 million of acquisition proceeds before holders of common stock would be entitled to receive any
proceeds of the acquisition transaction. It is a condition of our proposed merger with Poet Holdings that all our
outstanding shares of Series A preferred stock be converted into common stock at an increased conversion rate
of not more than three common shares for each share of Series A preferred stock, as opposed to the original
conversion rate of two common shares for each share of Series A preferred stock. However, the proposed
merger is subject to several conditions, including the approval of both Versant’s and Poet’s shareholders, and
there can be no assurance that the merger will in fact be consummated or that our preferred stock will be
converted. There are no plans to convert Versant’s preferred stock into common stock if the merger with Poet
is not consummated.

We may desire to raise additional funds through debt or equity financings, which would dilute the
ownership of our existing stockholders and possibly subordinate certain of their rights to rights of new
investors. We may choose to raise additional funds in debt or equity financings if they are available to us on
terms we believe reasonable to increase our working capital, strengthen our financial position or to make
acquisitions. Any sales of additional equity or convertible debt securities would result in dilution of the equity
interests of our existing shareholders, which could be substantial. Additionally, if we issue shares of preferred
stock or convertible debt to raise funds, the holders of those securities might be entitled to various preferential
rights over the holders of our common stock, including repayment of their investment, and possibly additional
amounts, before any payments could be made to holders of our common stock in connection with an
acquisition of the company. Such preferred shares, if authorized, might be granted rights and preferences that
would be senior to, or otherwise adversely affect, the rights and the value of Versant’s common stock. Also,
new investors may require that we enter into voting arrangements that give them additional voting contro! or
representation on our board of directors. The terms of our merger agreement with Poet restrict us from raising
funds in certain equity or debt financings without Poet’s consent.

Certain Risks Related to Our Proposed Merger with Poet Holdings, Inc.

As previously noted in this report, we have entered into a merger agreement with Poet Holdings, Inc.
which provides that, subject to certain terms and conditions, Poet would be merged into our wholly owned
subsidiary Puma Acquisition, Inc. and become a wholly owned subsidiary of Versant. The proposed merger
with Poet offers certain opportunities but also certain risks, including but not limited to the following:

Our stock price, business and working capital may be adversely affected if the merger is not completed.
Completion of the merger is subject to the satisfaction of several closing conditions, including obtaining
required approvals of the merger and related matters from Versant’s and Poet’s shareholders. Versant and Poet
may be unable to obtain such approvals on a timely basis or at all and may be unable to satisfy other closing
conditions. If the proposed merger with Poet is not completed, the market price of our common stock may
decline. In addition, our business and operations may be harmed to the extent that customers, suppliers and
others believe that we cannot effectively compete in the marketplace without the merger, or if there is
customer, investor or employee uncertainty regarding our future business direction and strategy on a
standalone basis. We also have, and expect to continue, to incur significant transaction costs in connection
with the merger. These costs are primarily associated with combining the businesses of the two companies and
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the fees of financial advisors, attorneys, consultants and accountants, and will have a negative impact on our
cash balances and working capital.

If the merger agreement is terminated under certain circumstances we may become obligated fo pay a
substantial termination fee. 1If the merger agreement with Poet is terminated under specified circumstances
described in the merger agreement, Versant may become obligated to pay Poet a termination fee of between
$500,000 to $1.0 million in connection with the termination of the merger agreement. One of the
circumstances in which we could become responsible to pay a termination fee to Poet would be if Poet’s
stockholders approved the merger and our shareholders failed to approve the merger or certain related
transactions. The merger agreement also provides for other circumstances in which we might become
obligated to pay a termination fee. Any payment of any such termination fee would materially reduce our cash
and working capital.

Failure to complete the merger could negatively affect Versant’s and Poet’s ability to enter into alternative
transactions and the merger agreement restricts our ability to enter into other transactions. 1f the merger is
terminated and we determine to seek another merger or business combination, there can be no assurance that
we will be able to find a partner at an attractive price. In addition, while the merger agreement is in effect, we
are prohibited from directly or indirectly soliciting, initiating or encouraging or entering into a merger,
consolidation, purchase of assets, tender offer or other business combination with any party except where our
board of directors determines in good faith and after consultation with outside legal counsel and its financial
advisor, that the alternative proposal is superior to the merger and that it must engage in discussions or
negotiations regarding the transaction to comply with its fiduciary duties to its shareholders under applicable
law. As a result of this prohibition, Poet and Versant are precluded from discussing alternative takeover
proposals during the term of the merger agreement, and may lose an opportunity for a transaction with another
potential partner at a favorable price if the merger is not completed. In certain circumstances Poet or Versant
may also be obligated to pay a termination fee if they enter into such an alternative transaction within certain
time periods, even after termination of their merger agreement.

Our ability to enter into financing transactions is restricted by the merger agreement. Under the terms of
the merger agreement, Poet has the right, exercisable at its option, to terminate the merger agreement if we
enter into financing transactions to raise or obtain funds through the issuance and sale of shares of our capital
stock and/or other equity or debt securities, and if the proceeds from any such financing exceed $2,000,000
and Poet elects to terminate the merger agreement, we would be obligated to reimburse Poet for its merger
expenses, which could be substantial.

Item 7A. Quantitative and Qualitative Disclosures About Market Risk

Foreign currency hedging instruments. We transact business in various foreign currencies and, accord-
ingly, we are subject to exposure from adverse movements in foreign currency exchange rates. To date, the
effect of changes in foreign currency exchange rates on revenue and operating expenses has not been material.
Operating expenses incurred by our foreign subsidiaries are denominated primarily in local currencies. We
currently do not use financial instruments to hedge these operating expenses. We intend to assess the need to
utilize financial instruments to hedge currency exposures on an ongoing basis.

We do not use derivative financial instruments for speculative trading purposes.

Interest rate risk. Our cash equivalents primarily consist of money market accounts, accordingly, our
interest rate risk is de minimus.
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Item 8. Financial Statements and Supplementary Data

REPORT OF INDEPENDENT CERTIFIED PUBLIC ACCOUNTANTS

To the Board of Directors and Shareholders
Versant Corporation

We have audited the accompanying consolidated balance sheet of Versant Corporation and subsidiaries
(the “Company”) as of October 31, 2003 and the related consolidated statements of operations and
comprehensive income, shareholders’ equity, and cash flows for the year then ended. These financial
statements are the responsibility of the Company’s management. Our responsibility is to express an opinion on
these financial statements based on our audit. The accompanying consolidated statements of operations,
shareholders’ equity, and cash flows of Versant Corporation and subsidiaries for the ten-month period ended
October 31, 2001 were audited by other auditors who have ceased operations. Those auditors expressed an
unqualified opinion on those consolidated financial statements and the related financial statement schedule in
their report dated December 12, 2001.

We conducted our audit in accordance with auditing standards generally accepted in the United States of
America. Those standards require that we plan and perform the audit to obtain reasonable assurance about
whether the financial statements are free of material misstatement. An audit includes examining, on a test
basis, evidence supporting the amounts and disclosures in the financial statements. An audit also includes
assessing the accounting principles used and significant estimates made by management, as well as evaluating
the overall financial statement presentation. We believe that our audit provides a reasonable basis for our
opinion.

In our opinion, the consolidated financial statements referred to above present fairly, in all material
respects, the consolidated financial position of Versant Corporation and subsidiaries as of October 31, 2003,
and the consolidated results of their operations and their consolidated cash flows for the year then ended, in
conformity with accounting principles generally accepted in the United States of America.

We have also audited Schedule II for the year ended October 31, 2003. In our opinion, this schedule,
when considered in relation to the basic financial statements taken as a whole, presents fairly, in all material
respects, the information set forth therein.

/s/  GRANT THORNTON LLP

San Jose, California
November 14, 2003
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REPORT OF INDEPENDENT AUDITORS

The Board of Directors and Shareholders
Versant Corporation:

We have audited the accompanying consolidated balance sheet of Versant Corporation and subsidiaries
as of October 31, 2002, and the related consolidated statements of operations, shareholders’ equity, and cash
flows for the year then ended. In connection with our audit of the consolidated financial statements, we also
have audited the related financial statement schedule listed in Item 15(a)2. These consolidated financial
statements and the related financial statement schedule are the responsibility of the Company’s management.
Our responsibility is to express an opinion on these consolidated financial statements and the related financial
statement schedule based on our audit. The accompanying consolidated statements of operations, sharehold-
ers’ equity, and cash flows for Versant Corporation for the ten-month period ended October 31, 2001 were
audited by other auditors who have ceased operations. Those auditors expressed an unqualified opinion on
those consolidated financial statements and the related financial statement schedule in their report dated
December 12, 2001.

We conducted our audit in accordance with auditing standards generally accepted in the United States of
America. Those standards require that we plan and perform the audit to obtain reasonable assurance about
whether the financial statements are free of material misstatement. An audit includes examining, on a test
basis, evidence supporting the amounts and disclosures in the financial statements. An audit also includes
assessing the accounting principles used and significant estimates made by management, as well as evaluating
the overall financial statement presentation. We believe that our audit provides a reasonable basis for our
opinion.

In our opinion, the consolidated financial statements referred to above present fairly, in all material
respects, the financial position of Versant Corporation and subsidiaries as of October 31, 2002, and the results
of their operations and their cash flows for the year then ended in conformity with accounting principles
generally accepted in the United States of America. Also, in our opinion, the related financial statement
schedule, when considered in relation to the basic consolidated financial statements taken as whole, present
fairly, in all material respects, the information set forth therein.

/s/ KPMG LLP

Mountain View, California
November 26, 2002
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Note: This is a copy of a report previously issued by Arthur Andersen LLP, our former independent
accountants. This report has not been reissued by Arthur Andersen LLP in connection with the filing of this
Annual Report on Form 10-K.

REPORT OF INDEPENDENT PUBLIC ACCOUNTANTS

To the Board of Directors and Shareholders of Versant Corporation:

We have audited the accompanying consolidated balance sheet of Versant Corporation (a California
corporation) and its subsidiaries (the Company) as of October 31, 2001 and the related consolidated
statements of operations, shareholders’ equity and cash flows for the period from January 1, 2001 to
October 31, 2001 and for the year ended December 31, 2000. These consolidated financial statements and the
schedule referred to below are the responsibility of the Company’s management. Our responsibility is to
express an opinion on these consolidated financial statements and Schedule I1 based on our audits.

We conducted our audits in accordance with auditing standards generally accepted in the United States.
Those standards require that we plan and perform the audit to obtain reasonable assurance about whether the
consolidated financial statements are free of material misstatement. An audit includes examining, on a test
basis, evidence supporting the amounts and disclosures in the consolidated financial statements. An audit also
includes assessing the accounting principles used and significant estimates made by management, as well as
evaluating the overall financial statement presentation. We believe that our audits provide a reasonable basis
for our opinion.

In our opinion, the consolidated financial statements referred to above present fairly, in all material
respects, the financial position of Versant Corporation and its subsidiaries as of October 31, 2001 and the
results of their operations and their cash flows for the period from January 1, 2001 to October 31, 2001 and for
the year ended December 31, 2000, in conformity with accounting principles generally accepted in the United
States.

Our audits were made for the purpose of forming an opinion on the basic consolidated financial
statements taken as a whole. The schedule listed under Schedule I1 is presented for the purpose of complying
with the Securities and Exchange Commission’s rules and is not a part of the basic consolidated financial
statements. This schedule has been subjected to the auditing procedures applied in our audits of the basic
consolidated financial statements and, in our opinion, fairly states in all material respects the financial data
required to be set forth therein in relation to the basic consolidated financial statements taken as a whole.

/s/ ARTHUR ANDERSEN LLP

San Jose, California
December 12, 2001
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VERSANT CORPORATION AND SUBSIDIARIES

CONSOLIDATED BALANCE SHEETS
(In thousands)

October 31,

Octaber 31,

2003 2002
ASSETS
Current assets:
Cash and cash equivalents ....... . ... . ... ... i, $ 3,311 $§ 4,427
Accounts receivable, net of allowance for doubtful accounts of $258 and $687 at
October 31, 2003 and 2002, respectively . ...t 4,023 3,997
R (1103 o 2 AP — 882
Other CUITENt ASSeTS . . o\ i vttt et e et 623 464
Total CUITENT @SSELS . . . .ttt e e 7,957 9,770
Property and equipment, REt. .. ... ...t 1,232 1,890
ORI ASSEES .« ottt e 543 21
Intangibles, net of accumulated amortization of $91 at October 31, 2003 ........ 389 —
Goodwill L. 948 240
$ 11,069 § 11,921
LIABILITIES AND SHAREHOLDERS’ EQUITY
Current liabilities:
Line of credit .. ..o i 500 —
Accounts payable ... ... e 739 1,292
Accrued Habilities. . ... i 2,148 3,068
Current portion of deferred revenue............ ...t 3,905 3,054
Current portion of deferred rent .. ....... .. ... . 63 30
Total current liabilities. .. ... .. 7,355 7,444
Long-term liabilities, net of current portion:
Long-term portion of deferred revenue ........ ... ... ... ... 83 529
Long-term portion of deferred rent ........ ... ... ... . ... oL, 309 372
Total long~term liabilities ....... ... ... .. . ... i 392 901
Commitment and Contingencies (Note 3)
Shareholders’ equity:
Convertible preferred stock, Authorized 3,000 shares, issued and outstanding
1,314 in 2003 and 2002, liquidation preference of $13,991, no par value .. ... 4,912 4,912
Common stock, Authorized 45,000 shares, issued and outstanding 14,648 and :
12,376 at October 31, 2003 and 2002, respectively, no par value............ 55,096 52,790
Accumulated deficit. ... ... .. e (56,708) (54,319)
Accumulated other comprehensive ICOME . . . ...c.vvviviinnennen.... AU 22 193
Total shareholders’ equity .. ......ouur it i e een 3,322 3,576
$ 11,069 § 11,921

See accompanying notes to consolidated financial statements.
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VERSANT CORPORATION AND SUBSIDIARIES

CONSOLIDATED STATEMENTS OF OPERATIONS
(In thousands, except per share amounts)

Year Ended Ten Months Ended
October 31, October 31,
2003 2002 2001
Revenue:
5173 o $ 9,082 $10,106 $ 7,362
Maintenante ... .ottt e 6,076 5,300 5,135
Professional ServiCes . ......... ittt 6,901 4,550 11,412
Total TEVENUE . . ..ottt e 22,059 . 19,956 23,909
Cost of revenue:
Licemse . oottt e e 843 902 634.
MaAInenaNCE . o\ttt ittt e 1,312 1,291 1,191
Professional Services ... ...t 6,011 4,041 10,546
Amortization of intangibles .......... . ... L 91 — —
Total costof revenue ...... ... ... . i 8,257 6,234 12,371
Gross profit . ...ttt e 13,802 13,722 11,538
Operating expenses:
Marketing and sales (excludes stock based compensation of $5
for the vear ended October 31, 2003 and $22, for the ten
months ended October 31, 2001) ........................ 7,698 7,854 8,482
Research and development. ........ ... ... ... ... ........ 4,340 5,835 5,464
General and administrative (excludes stock based compensation
of $1,204, for the vear ended October 31, 2003) ........... 3,267 3,440 2,963
Stock based compensation ............ .. ..., 1,209 — 22
Amortization of goodwill .......... ... ... L — 202 396
Write down of goodwill ....... ... ... . ... . ... ... ... — — 555
Restructuring Costs . ...ttt — — 668
Total operating €XpenSes . ... ......ouieininneunnnnannnns 16,514 17,331 18,550
Loss from operations. . ......... ..ottt (2,712)  (3,609) (7,012)
Other income (expense):
Foreign currency transaction gain (loss) .................... 343 (49) (118)
Interest EXpense. . ... ov it e 2) (2) 22)
Interest and other income, net. . ....... ..., 56 338 87
Total other expense. . ........ieiiii e 397 287 (53)
Loss before taxes. . ... (2,315)  (3,322) (7,065)
Provision for income taxes ............ ... 0., 74 68 93
NetLoss............ P $(2,389) $(3,390) $(7,158)
Basic and diluted net loss pershare:.......................... $ (0.17) § (0.28) $ (0.59)
Basic and diluted weighted average shares used in per share
calculations . .......... ... .. 13,682 12,267 12,041

See accompanying notes to consolidated financial statements.
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VERSANT CORPORATION AND SUBSIDIARIES
CONSOLIDATED STATEMENTS OF SHAREHOLDERS’ EQUITY

Accumulated

. Other Total Total
Convertible Preferred Common Accumulated Comprehensive Shareholders’ Comprehensive
Shares Amount Shares Amount Deficit Income Equity Income (loss)

(In thousands, except share amounts)

Balance at December 31,

2000 ................ 1,313,743 $4,912 11,883,702 $51,968 $(43,771) $ 112 $13,221
ESPP and exercises of
stock options . ........ — — 247,651 476 — 476

Stock based compensation
cost associated with the
issuance of common
shares for consulting

SEIVICES . . . ..t — — — 22 — 22
Repurchase of common
shares ............... — — (550) » — (D)
Netloss coooovvinnnnn.. — — — — (7,158) (7,158) $(7,158)

Other comprehensive
income, net of tax:
Foreign currency

translation
adjustments ........ — — — — — 5 5 5
Total comprehensive
loss ... ..ol (7,153)
Balance at October 31,
2000 ................ 1,313,743 4,912 12,130,803 52,465 (50,929) 117 6,565
ESPP and exercises of
stock options ... ..... — — 245,512 325 — 325
Netloss ............... — — — — (3,390) (3,390) (3,390)

Other comprehensive
income, net of tax: .. .. — — — — — _
Foreign currency

translation
adjustments ........ — — — — — 76 76 76
Total comprehensive
loss ............. (3,314)
Balance at October 31,
2002 ... 1,313,743 4,912 12,376,315 52,790 $(54,319) 193 3,576
ESPP and exercises of
stock options ......... — — 97,696 72 — 72
Exercise of stock options 113,229 105 105
Stock based compensation 674,800 1,209 1,209

Issuance of common

stock in Mokume

acquisition ........... 1,385,600 920 920
Netloss .....covvvvnnnn — - — — (2,389) (2,389) (2,389)
Other comprehensive

income, net of tax:

Foreign currency

translation
adjustments ........ — — — — (171) (171) (171)
Total comprehensive
loss .............
Balance at October 31,
2003 ... 1,313,743 $4,912 14,647,640 355,096 $(56,708) $ 22 $ 3,322 $(2,560)

See accompanying notes to consolidated financial statements.
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VERSANT CORPORATION AND SUBSIDIARIES
CONSOLIDATED STATEMENTS OF CASH FLOWS

Year Ended  Year Ended Ten Months
October 31,  October 31, Ended October 31,
2003 2002 2001

(In thousands)
CASH FLOWS FROM OPERATING ACTIVITIES:
NEt LOSS « o vttt $(2,389)  $(3,390) $(7,158)

Adjustments to reconcile net loss to net cash provided by (used in)
operating activities:

Non-cash portion of restructuring costs ....................... — — 108
Depreciation and amortization .. ....... ... oo i 987 1,333 1,561
Write-down of goodwill . ............. .. ... ... ... — — 555
Stock based compensation ............. ... e 1,209 — 22
Write off equipment ........ ... .. 22 50 —
Provision for doubtful accounts receivable .................. ... (132) 296 302
Changes in current assets and liabilities, net of acquisitions:
Accounts receivable . ... ... 106 2,185 4,780
Other current assets and inventory ......................... 723 (90) (207)
Other assets .. .ovii it e e (522) (21) 21
Accountspayable . ...... ... (553) 53 551
Accrued liabilities ........... e (916) 490 (676)
Deferred revenue . ... ...t 405 2 437
Deferred rent . ... ..o e (31) (399) 29
Net cash provided by (used in) operating activities ......... (1,091) 509 325
CASH FLOWS FROM INVESTING ACTIVITIES:
ACqUISItion COStS ... ... e (260) — —
Purchase of property and equipment .................... ... ..... (267) (3) (171)
Proceeds from sale of property and equipment ................... — 25 —
Net cash provided by (used in) investing activities.......... (527) 22 (171)
CASH FLOWS FROM FINANCING ACTIVITIES:
Proceeds from sale of common stock, net........................ 177 325 476
Repurchase of common shares .. ............... ... ... ....... — — 1)
Net borrowings (payments) under short-term note and bank loan . .. 500 (550) (770)
Principal payments under capital lease obligations ................ (4) (56) (43)
Net cash provided by (used in) financing activities ......... 673 (281) (338)
EFFECTS OF EXCHANGE RATE CHANGES .................. (171) 76 5
NET INCREASE (DECREASE) IN CASH AND CASH
EQUIVALENTS .. e (1,116) 326 (179)
CASH AND CASH EQUIVALENTS AT BEGINNING OF
PERIOD . . . 4,427 4,101 4,280
CASH AND CASH EQUIVALENTS AT END OF PERIOD ....... $ 3,311 $ 4,427 $ 4,101
SUPPLEMENTAL DISCLOSURES OF CASH FLOW
INFORMATION
Cash paid for;
TReTeSt o oot $ 2 $ 1 $ 22
Foreign withholding and state income taxes...................... $ 74 $ 62 $ 74

SUPPLEMENTAL SCHEDULE OF NONCASH INVESTING
AND FINANCING ACTIVITIES

Capital lease obligations incurred for acquisition of equipment . .. ... 5 — $ — § 12
Issuance of common shares for consulting services .. .............. $ — $ — $§ 22
Mokume acquisition for stock ....... ... ... . il $ 920 $ - $ -

See accompanying notes to consolidated financial statements.
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VERSANT CORPORATION AND SUBSIDIARIES

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
October 31, 2003

1. Organization, Operations and Liquidity

Versant Corporation was incorporated in California in August 1988. References to the “Company” in
these Notes to Consolidated Financial Statements refer to Versant Corporation and its subsidiaries. The
Company is involved in the design, development, marketing and support of high performance object database
management, data access and data integration software systems.

The Company is subject to the risks associated with similar companies in a comparable stage of
development. These risks include, but are not limited to, fluctuations in operating results, seasonality, a
lengthy sales cycle, dependence on the continued acceptance of object database technology, competition, a
limited customer base, dependence on key individuals, dependence on international operations, foreign
currency exchange rate fluctuations, product concentration, and the ability to adequately finance its ongoing
operations.

As of October 31, 2003, the Company had not achieved business volume sufficient to restore profitability
and positive cash flow consistently, on an annual basis. The Company operated at a net loss of $2.4 million in
2003, $3.4 million in 2002, and a net loss of $7.2 million in the ten months ended October 31, 2001.
Management anticipates funding future operations and repaying its debt obligations from current cash
resources and future cash flows from operations. If financial results fall short of projections, additional debt or
equity may be required and the Company may need to implement further cost controls. No assurances can be
given that these efforts will be successful, if required.

On September 10, 2001, the Company filed a report on Form 8-K with the Securities and Exchange
Commission reporting a decision by the Board of Directors to change the Company’s fiscal year-end from
December 31 to October 31. This change was made to better align the Company’s customers’ procurement
cycle and the Company’s financial reporting cycles. As a result of this change, the Company has a ten-month
transition period for the ten months ended October 2001. The Company’s fiscal year 2002 commenced on
November 1, 2001.

2. Summary of Significant Accounting Policies
Principles of Consolidation

The consolidated financial statements include the accounts of the Company and its subsidiaries located in
the United Kingdom, France, Germany, and India. All significant intercompany balances and transactions are
eliminated in consolidation.

Reclassifications

Certain reclassifications have been made to amounts in the 2002 and 2001 financial statements to
conform to the 2003 presentation.

Use of Estimates

The preparation of financial statements in conformity with accounting principles generally accepted in the
United States of America requires management to make estimates and assumptions that affect the reported
amount of assets and liabilities and the disclosure of contingent assets and liabilities at the date of the financial
statements and the reported amounts of revenues and expenses during the reporting period. Actual results
could differ from those estimates.
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Fair Value of Financial Instruments

At October 31, 2003 and October 31, 2002, the carrying values of cash, accounts receivable, accounts
payable and accrued liabilities approximated their fair values since they were short-term in nature. Debt
approximated fair value as it was short-term in nature and had stated interest rates based on current market
rates.

Cash and Cash Equivalents

The Company considers all highly liquid debt securities with an original maturity of three months or less
to be cash equivalents. Cash and cash equivalents consist of checking and money market accounts. As of
October 31, 2003 and 2002 cash balances held in foreign financial institutions were $1.2 and $1.3 million,
respectively.

Inventory
Inventory is carried at the lower of average cost or market and consisted of third-party software held for
resale.
Property and Equipment

Property and equipment, at cost, consisted of the following (in thousands):
October 31, 2003 October 31, 2002

Computer eqUIPMent .. ......ovrrttit i $ 3,965 $ 3,831
Furniture and fiXtures . . .. ... ..o 1,967 1,885
Software . ... o 686 664
Leasehold improvements ................ceeinineinnenn... 1,178 1,178
7,796 7,558
Less — accumulated depreciation and amortization ........... (6,564) (5,668)
$ 1,232 $ 1,890

Property and equipment are depreciated on a straight-line basis over the estimated useful lives of the
assets ranging from two to seven years. Leased assets and leasehold improvements are amortized over the
shorter of the estimated useful lives or the term of the lease.

Reserve for Doubtful Accounts

The Company initially records a provision for doubtful accounts based on historical experience and then
adjusts this provision at the end of each reporting period based on a detailed assessment of our accounts
receivable and allowance for doubtful accounts. In estimating the provision for doubtful accounts, the
Company considers: (i) the aging of the accounts receivable; (ii) trends within and ratios involving the age of
the accounts receivable; (iii) the customer mix in each of the aging categories and the nature of the receivable
(i.e. license, consulting, maintenance, etc.); (iv) Our historical provision for doubtful accounts; (v) the credit-
worthiness of each customer; (vi) the economic conditions of the customer’s industry; and (vii) general
economic conditions, among other factors.

Goodwill

The Company has allocated goodwill at the enterprise level and periodically evaluates whether events and
circumstances have occurred that indicate the remaining goodwill may have been impaired. When factors
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indicate that goodwill should be evaluated for possible impairment, the Company will use an estimate of
undiscounted future net cash flows of the asset to determine if impairment has occurred. An impairment in the
carrying value of an asset is assessed when the undiscounted, expected future operating cash flows to be
derived from the asset are less than its carrying value. If the Company determines that goodwill has been
impaired, the impairment is recorded based on the excess of the carrying value of the goodwill over its fair
value.

Research and Development

Costs incurred in the research and development of software products are expensed as incurred until
technological feasibility has been established. Once technological feasibility is established, these costs are
capitalized under SFAS No. 86, “Accounting for the Costs of Computer Software to be Sold, Leased or
Otherwise Marketed”. The establishment of technological feasibility and the ongoing assessment of the
recoverability of these costs requires considerable judgment by management with respect to certain external
factors, including, but not limited to, anticipated future gross product revenues, estimated economic life and
changes in software and hardware technologies. Amounts that could have been capitalized were insignificant
and, therefore, no costs have been capitalized to date.

Accrued Liabilities

Accrued liabilities consisted of the following (in thousands):
October 31, 2003 October 31, 2002

Payroll and related ........... ... .. .. . .. L, $ 934 § 786
Customer deposits . ... ..ot e 72 1,255
Taxes payable ........ ... 637 293
Other ... 505 734

Total . o $2,148 $3,068

Deferred Revenue

Deferred revenue represents amounts received from customers under license and maintenance agree-
ments that the Company is not yet entitled to recognize as revenue because the earnings process has not been
completed.

Deferred revenue consisted of the following (in thousands):
October 31, 2003 October 31, 2002

Maintenance ......... . $3,635 $2,914
Training and consulting ........... ... . i 31 36
LACeNSe . L e 302 633

Total ........... e $3,988 $3,583

Foreign Currency Translation

The functional currency of the Company’s subsidiaries is the local currency. Accordingly, all assets and
liabilities are translated into U.S. dollars at the current exchange rate as of the applicable balance sheet date.
Revenues and expenses are translated at the average exchange rate prevailing during the period. Gains and
losses resulting from the translation of the financial statements are included in accumulated other comprehen-
sive income (loss) in the accompanying consolidated statements of shareholders’ equity. Currently, the
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Company does not employ a foreign currency hedge program utilizing foreign currency exchange contracts as
the foreign currency transactions, and risks to date have not been significant. Foreign currency transaction
gains and losses are reported in results of operations in the period in which they occur.

Guarantees

Our software license agreements generally include certain provisions for indemnifying customers against
liabilities if our software products infringe a third party’s intellectual property rights. To date, we have not
incurred any material costs as a result of such indemnifications and have not accrued any liabilities related to
such obligations in our consolidated financial statements.

Our software license agreements also generally include a warranty that our software products will
substantially operate as described in the applicable program documentation. We also warrant that services we
perform will be provided in a manner consistent with industry standards. To date, we have not incurred any
material costs associated with these warranties.

Revenue Recognition

The Company recognizes revenue in accordance with the provisions of Statement of Position
(SOP) 97-2, “Software Revenue Recognition” and SOP 98-9, “Modification of SOP 97-2, Software Revenue
Recognition, With Respect to Certain Transactions”. Revenue consists mainly of revenue earned under
software license agreements, maintenance agreements and for consulting and training activities.

The Company uses the residual method to recognize revenue when a license agreement includes one or
more elements to be delivered at a future date. If there is an undelivered element under the license
arrangement, the Company defers revenue based on vendor-specific objective evidence of the fair value of the
undelivered element, as determined by the price charged when the element is sold separately. If vendor-
specific objective evidence of fair value does not exist for all undelivered elements, the Company defers all
revenue until sufficient evidence exists or all elements have been delivered. The Company defers revenue from
license arrangements that require significant modification of the software and/or non-recurring engineering
agreements requiring future obligations not yet performed and records it as revenue using contract accounting.

Revenue from software license arrangements, including prepayment revenue, is recognized when all of
the following criteria are met: (1) persuasive evidence of an arrangement exists; (2) delivery has occurred;
(3) the fee is fixed and determinable; and (4) collection is probable. If an acceptance period or other
contingency exists, revenue is recognized upon satisfaction of the contingency, customer acceptance or
expiration of the acceptance period.

The Company licenses its products to end-users, value-added resellers and distributors through two types
of perpetual licenses — development licenses and deployment licenses. Development licenses are typically
sold on a per seat basis and authorize a customer to develop an application program that uses VDS or Versant
enJin. Before that customer may deploy an application that it has developed under a development license, it
must purchase deployment licenses based on the number of computers connected to the server that will run
the application using the Company’s database management system. For certain applications, the Company
offers deployment licenses priced on a per user basis. Pricing of VDS and Versant enJin varies according to
several factors, including the number of computer servers on which the application will run and the number of
users that will be able to access the server at any one time. Customers may elect to simultaneously purchase
development and deployment licenses for an entire project. These development and deployment licenses may
also provide for prepayment of a nonrefundable amount for future deployment.

Resellers, including value-added resellers and distributors, purchase development licenses on a per seat
basis, on terms similar to those of development licenses sold directly to end-users. Resellers are authorized to
sublicense deployment copies of VDS or Versant enJin that are either bundled or embedded in the resellers’

52




YERSANT CORPORATION AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS — (Continued)

applications and sold directly to end users. Resellers are required to report their distribution of Versant
software and are charged a royalty that is based either on the number of copies of application software
distributed or computed as a percentage of the selling price charged by the reseller to its end-user customers.
Revenue from royalties is recognized when reported by the reseller, and when collection is probable.

Revenue from the Company’s resale of third-party products is recorded at total contract value with the
corresponding cost included in cost of sales when the Company acts as a principal in these transactions and
assumes the risks and rewards of ownership, including the risk of loss for collection, delivery or returns. When
the Company does not assume the risks and rewards of ownership, revenue from the resale of third-party
products or services is recorded at contract value net of the cost of sales.

Probability of collection is assessed using the following customer information: credit service reports, bank
and trade references, public filings, and/or current financial statements. Prior payment experience is reviewed
on all existing customers. Payment terms in excess of standard payment terms of 30-90 days net, are granted
on an exception basis, typically in situations where customers elect to purchase development and deployment
licenses simultaneously for an entire project and are attempting to align their payments with deployment
schedules. Extended payment terms are generally only granted to customers with a proven ability to pay at the
time the order is received, and with prior approval of the Company’s senior management.

The Company defers revenue from maintenance and support arrangements and recognizes it ratably over
the term of the arrangement, which is typically twelve months. Training and consulting revenue is recognized
when a purchase order is received, the services have been performed and collection is deemed probable.
Consulting services are billed on an hourly, daily or monthly rate. Training classes are billed based on group or
individual attendance.

Comprehensive Income

Accumulated and other comprehensive income (loss) presented in the accompanying consolidated
balance sheets consists of cumulative foreign currency translation adjustments. The tax effects of the
components of the comprehensive income (loss) are insignificant.

Net Income (Loss) Per Share

Basic net income (loss) per share is computed by dividing net income (loss) by the weighted average
number of shares outstanding. Diluted net income (loss) per share is computed by dividing net income (loss)
by the sum of the weighted average number of shares outstanding plus the dilutive potential common shares.
The dilutive effect of stock options is computed using the treasury stock method, and the dilutive effect of
convertible preferred stock is computed using the if converted method. Dilutive securities are excluded from
the diluted net income (loss) per share computation if their effect is antidilutive.

The reconciliation of the numerators and denominators of the basic and diluted net loss per share
computations is as follows (in thousands, except per share amounts):

Income (Loss) Shares Per Share
{Numerator) (Denominator) Amount
For the Year Ended October 31, 2003:
Basic and diluted net loss per share . .............. $(2,389) 13,682 $(0.17)
For the Year Ended October 31, 2002:
Basic and diluted net loss per share ............... $(3,390) 12,267 $(0.28)
For the Ten Months Ended October 31, 2001: ‘
Basic and diluted net loss per share ............... $(7,158) 12,041 $(0.59)
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The following potential shares of common stock have been excluded from the computation of diluted net
loss per share because the effect would have been anti-dilutive (in thousands):

Year Ended Year Ended Ten Months Ended
October 31, 2003 October 31, 2002 October 31, 2001
Shares issuable under stock options ........ 3,918 3,947 3,243
Shares issuable pursuant to warrants to
purchase common stock................ 1,333 1,333 1,458
Shares issuable upon conversion of preferred
StOCK . .t 2,627 2,627 2,627
7,878 7,907 7,328

The weighted average exercise price of stock options outstanding was $2.66, $3.35, and $3.89 as of
October 31 2003, October 31, 2002, and October 31, 2001, respectively. The weighted average exercise price
of warrants was $2.13 as of October 31, 2003, October 31, 2002 and October 31, 2001.

Stock-based Compensation

The Company applies APB Opinion No. 25 and related interpretations in accounting for its option plans,
and grants options at or above the underlying market price of its common stock. Had compensation cost for
the Company’s stock plans and employee stock purchase plan been determined based on the fair value at the
grant dates for the awards calculated in accordance with SFAS No. 123, the Company’s net loss and net loss
per share would have increased to the pro forma amounts indicated below (in thousands except for per share
amounts):

Ten Months
Year Ended  Year Ended Ended
October 31, October 31, October 31,
2003 2002 2001
Netloss oot e As reported  $(2,389)  $(3,390)  $(7,158)
Stock compensation recognized under
APB 25 ... ... 1,209 — —
Compensation expense under SFAS 123
related to:
Stock based compensation. ............. (1,209) — —
Stock option plans .................... (1,361) (2,057) (2,096)
Employee stock purchase plans.......... (109) (138) (165)
Pro forma  $(3,859)  $(5.585)  $(9,419)
Basic net loss pershare .................. As reported $ (0.17) $ (0.28) $ (0.59)
Pro forma % (0.28) § (0.46) $ (0.78)
Diluted net loss per share ................ As reported  $ (0.17) $ (0.28) § (0.59)

Pro forma $ (0.28) § (0.46) $ (0.78)

54




VERSANT CORPORATION AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS — (Continued)

The fair value of each option grant is estimated on the date of grant using the Black-Scholes option-
pricing model with the following assumptions:

Ten Months

Year Ended Year Ended Ended
October 31, October 31, October 31,

2003 2002 2001
Risk free interest rate . ... 2.25% 3.5% 4.3%
Dividend yield ......... ... ... . . i 0% 0% 0%
Volatility .. ... e 113% 107% 107%

Expected life ...... ... . o i i 3 years 3 years 3 years

The fair value of employee stock purchase rights granted under the 1996 Employee Stock Purchase Plan |
was estimated on the date of grant using the Black-Scholes option-pricing model with the following
assumptions:

Ten Months
Year Ended Year Ended Ended
October 31, October 31, October 31,
2003 2002 2001
Risk free interestrate. .. ..., 1.81% 2.39% 4.42%
Dividend yield .. ....... ... . ... ... ... . .. 0% 0% 0%
Volatility ... ... e e 107% 107% 107%
Expected life .............co i 0.5-2 years  0.5-2 years  0.5-2 years

Segment and Geographic Information

The Company is organized geographically and by line of business. The Company has three major line of
business reporting segments: license, support and -consulting/training. The Company’s chief operating
decision-maker (the Company’s CEQ) evaluates each of these line of business reporting segments on a
regular basis. However, the Company also evaluates certain line of business segments by vertical industries as
well as by product categories. While management evaluates results in a number of different ways, the line of
business management structure is the primary basis upon which it assesses financial performance and allocates
resources.

The license line of business includes two principal product offerings: a sixth generation object oriented
database management system, Versant Developer Suite or VDS (formerly ODBMS), and Versant enlJin, a
transaction accelerator for application servers. Versant enlJin accelerates Internet transactions for the
application server environment. The support line of business provides customers with a wide range of support
services that include on-site telephone or internet access to support personnel, as well as software upgrades.
The consulting and training line of business provides customers with a wide range of consulting and training
services to assist them in evaluating, installing and customizing VDS or Versant enlJin, as well as training
classes on the use and operation of the Company’s products.

The accounting policies of the line of business reporting segments are the same as those described in the
summary of significant accounting policies. The Company does not track assets by reporting segments.
Consequently, it is not practicable to show assets by reporting segment.
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The table below presents a summary of reporting segments (in thousands):

Year Year Ten Months
Ended Ended Ended
October 31, October 31, October 31,
2003 2002 2001
Revenues from unaffiliated customers:
License . ... .. $ 9,082 $10,106 $ 7,362
Support ...... U 6,076 5,300 5,135
Consulting and training .. ....... ... oot 6,901 4,550 11,412
Total TEVENUE ... e 22,059 19,956 23,909
Gross profit:
LACEnSE i e 8,239 9,204 6,728
Support ............. e 4,764 4,009 3,944
Consulting and training . .................. oo, 890 509 866
Amortization of intangibles . . ....... ... . ... .. ... (91) — —
Total gross profit. ... ... .. i 13,802 13,722 11,538
Other operating eXpenses. ..., 15,305 17,331 18,528
Stock based compensation exXpense ................... 1,209 — 22
Other income (EXPense) ........c..vvuiieiviiiin. .. 397 287 (53)
Loss before taxes ....... ..., $(2,315)  $(3,322)  $(7,065)
The table below presents the Company’s revenue by geographic region (in thousands):
Year Year Ten Months
Ended Ended Ended
October 31, October 31, October 31,
2003 2002 2001
Total revenue attributable to:
United States ...ttt $16,622 $13,510 $17,438
GEITNANY . ..ottt 2,001 2,404 2,286
France ..o e 99 338 885
United Kingdom . ........... . .o 2,590 2,618 2,470
Australia .. .. ... 43 138 292
Japan . ... .. e 656 713 538
Other .. 48 235 —
Total L. $22,059 $19,956 $23,909

The Company’s long-lived assets residing in countries other than the United States are insignificant and
thus have not been disclosed.

Concentration of Credit Risk

Financial instruments that potentially subject the Company to a concentration of credit risk principally
consist of accounts receivable. The Company performs periodic credit evaluation of its customers’ financial
condition. The Company generally does not require collateral on accounts receivable because the majority of
the Company’s customers are large, well established companies. The Company provides reserves for estimated
credit losses in accordance with management’s ongoing evaluation.
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In the year ended October 31, 2003, IBM represented 19% of total revenues. In the year ended
October 31, 2002, IBM represented 14% of total revenues. In the ten months ended October 31, 2001, two
customers accounted for approximately 28% and 11% of total revenue, respectively. Two customers each
represented 15% and IBM represented 13% of accounts receivable at October 31, 2003. One customer
represented 15% of accounts receivable at October 31, 2002.

3. Restructuring Costs

On October 31, 2001, the Company implemented a restructuring plan aimed at optimizing performance
in Europe. The primary goal was to reduce operating expenses, while maintaining current revenue streams in
Europe. As a result, the Company changed its distribution in France from a wholly owned subsidiary to an
independent distributor. The Company incurred one-time costs related to employee severance payments,
related benefit and outplacement expenses, termination of the building lease and accounting and legal costs
associated with the closure of the office and the write-off of the carrying value of fixed assets. The total cost of
the restructuring was estimated at $668,000 and was recorded as restructuring costs in operating expenses in
the ten months ended October 31, 2001.

The following table summarizes the Company’s restructuring activity through October 31, 2003:

Balance at FY 2003 FY 2003 Balance at

Restructuring Costs October 31, 2001 Usage Usage October 31, 2003
Employee severance and related costs $290,000 $(290,000) § — $—
Lease termination and building costs . . 160,000 (160,000) — —
Professional fees ................... 110,000 (101,454)  (8,546) —
Write-off of fixed assets ............. 62,000 (62,000) — —
Write-off of other current assets and

liabilities . ....................... 46,000 (46,000) — =

Total restructuring. . .............. $668,000 $(659,454) $(8,546) $—

4. Recently Issued Accounting Pronouncements

In December 2002, the FASB issued Statement of Financial Accounting Standards No. 148
(SFAS 148), Accounting for Stock-Based Compensation — Transition and Disclosure. SFAS 148 amends
FASB Statement No. 123 (SFAS 123), Accounting for Stock-Based Compensation, to provide alternative
methods of transition for a voluntary change to the fair value based method of accounting for stock-based
employee compensation. In addition, SFAS 148 amends the disclosure requirements of SFAS 123 to require
prominent disclosures in both annual and interim financial statements about the method of accounting for
stock-based employee compensation and the effect of the method used on reported results. The transition
guidance and annual disclosure provisions of SFAS 148 are effective for fiscal years ending after December 15,
2002. The interim disclosure provisions are effective for financial reports containing financial statements for
interim periods beginning after December 15, 2002. The Company has adopted the disclosure provisions of
SFAS 148 herein. The adoption of SFAS 148 had no material effect on our financial position, results of
operation or cash flows.

In November 2002, the EITF reached a consensus on Issue No. 00-21 (EITF 00-21), Revenue
Arrangements with Multiple Deliverables. EITF 00-21 addresses certain aspects of the accounting by a vendor
for arrangements under which the vendor will perform multiple revenue generating activities. EITF 00-21 is
effective for interim periods beginning after June 15, 2003. The adoption of EITF 00-21 had no material effect
on our financial position, results of operations or cash flows.
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In November 2002, the FASB issued Interpretation No. 45 (Interpretation 45), Guarantor’s Accounting
and Disclosure Requirements for Guarantees, Including Indirect Guarantees of Indebtedness of Others, which
clarifies disclosure and recognition/measurement requirements related to certain guarantees. The disclosure
requirements are effective for financial statements issued after December 15, 2002 and the recogni-
tion/measurement requirements are effective on a prospective basis for guarantees issued or modified after
December 31, 2002. The adoption of Interpretation 45 had no material effect on our financial position, results
of operations or cash flows.

In July 2001, the FASB issued SFAS No. 142, Goodwill and Intangible Assets, which supersedes APB
Opinion No. 17, Intangible Assets. Under SFAS No. 142, goodwill and intangible assets with indefinite lives
are not amortized but are tested for impairment annually (unless indication of impairment becomes apparent
sooner) using the fair value approach (except in certain circumstances), while other intangible assets continue
to be valued and amortized over their estimated lives, and in-process research and development continues to
be written off immediately. All acquired goodwill must be assigned to reporting units for purposes of
impairment testing and segment reporting and, effective January 1, 2002 for fiscal years commencing after
December 31, 2001, existing goodwill is no longer subject to amortization. Due to the Company’s 2001 change
in fiscal year-end from December 31 to October 31, the Company adopted SFAS No. 142 effective
November 1, 2002. As of October 31, 2002, the Company had goodwill of $948,000, which will no longer be
amortized Had SFAS 142 been effective in fiscal 2002 and 2001, reported net income and earnings per share
would have been adjusted as follows:

For the Year Ended October 31,

2003 2002 2001
($000s except for loss-per-share
amounts)
Reported net loss .......... .o $(2,389) $(3,390) $(7.158)
Add back: Goodwill amortization .. ......................... — 202 396
Adjusted net 1oss. .. ... $(2,389) $(3,188) $(6,762)
Basic and diluted loss per share:
Reported netdoss ............ ... ... ... ... L. $ (017) $ (0.28) $ (0.59)
Goodwill amortization ........... ... . . i, — 0.02 0.03
Adjusted net loss........... ... . $ {0.17) $ (0.26) $ (0.56)

In April 2002, the FASB issued SFAS No. 145, Rescission of FASB Statements No. 4, 44, and 64,
Amendment of FASB SFAS No. 13, and Technical Corrections. SFAS 145 rescinds SFAS 4, Reporting Gains
and Losses from Extinguishment of Debt — an amendment of APB Opinion No. 30, which required all gains
and losses from extinguishment of debt to be aggregated and, if material, classified as an extraordinary item,
net of related income tax effect. SFAS No. 145 also makes non-substantive technical corrections to existing
pronouncements. SFAS No. 145 is effective for fiscal years beginning after May 15, 2002 with earlier adoption
encouraged. The adoption of SFAS No. 145 did not have a material effect on the Company’s financial
position, results of operations or cash flows.

In June 2002, the FASB issued SFAS No. 146, Accounting for Costs Associated with Exit or Disposal
Activities. SFAS No. 146 addresses financial accounting and reporting for costs associated with exit or disposal
activities and nullifies EITF Issue No. 94-3, Liability Recognition for Certain Employee Termination Benefits
and Other Costs to Exit an Activity (Including Certain Costs Incurred in a Restructuring). This statement
requires recognition of a liability for a cost associated with an exit or disposal activity when the liability is
incurred, as opposed to when the entity commits to an exit plan under EITF No. 94-3. This statement also
establishes that fair value is objective for initial measurement of the liability. The provisions of this statement
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are effective for exit or disposal activities that are initiated after December 31, 2002. The adoption of SFAS
No. 146 did not have a material effect on the Company’s financial position, results of operations or cash flows.

In May 2003, the FASB issued Statement of Financial Accounting Standards No. 150, Accounting for
Certain Financial Instruments with Characteristics of both Liabilities and Equity (SFAS 150). SFAS 150
establishes standards for how an issuer classifies and measures certain financial instruments with characteris-
tics of both liabilities and equity. It requires that an issuer classify a financial instrument that is within its
scope as a liability (or an asset in some circumstances). Many of those instruments were previously classified
as equity. SFAS 150 is effective for financial instruments entered into or modified after May 31, 2003, and
otherwise is effective at the beginning of the first interim period beginning after June 15, 2003. The adoption of
SFAS 150 did not have a material effect on our financial position, results of operations or cash flows.

5. Lease Obligations

In November 1996, the Company entered into an agreement to lease its corporate headquarters facility
under a ten-year operating lease agreement commencing on June 1, 1997 and expiring on May 31, 2007. The
terms of the lease provide for certain increases in rental payments during the lease term. Rental expense under
this agreement, including contractual payment increases is recognized on a straight-line basis. The Company
also leases field office space in Europe and India, generally under multi-year operating lease agreements.
Consolidated rent expense for the year ended October 31, 2003, the year ended October 31, 2002 and the ten
month period ended October 31, 2001, was approximately $1,425,000, $1,545,000, and $1,405,000,
respectively.

The Company’s future annual minimum lease payments at October 31, 2003 under non-cancelable
operating leases were as follows (in thousands):

Year Ending October 31, Amount
2004 oo 1,364
200 L e 1,378
2006 oo 1,347
2007 e 1,511

$5,600

6. Line of Credit

The Company has a revolving credit line with a wholly owned subsidiary of its existing bank that expires
on July 18, 2004. The maximum amount that can be borrowed under this line is $5.0 million. As of
October 31, 2003, there was $500,000 outstanding on this line. Borrowings are limited to the amount of
eligible accounts receivable and are secured by a lien on substantially all of the Company’s assets. Any
borrowings would bear interest at the bank’s prime rate plus 4.00% (8.00% at October 31, 2003). The loan
agreement contains no financial covenants, but prohibits the payment of cash dividends and mergers and
acquisitions without the bank’s prior approval.

7. Shareholders’ Equity

Series A Convertible Preferred Stock

Preferred stock consists of Series A Convertible Preferred Stock. Each share of Series A is convertible, at
the election of the holder, into two shares of common stock. The holders of Series A are generally entitled to a
number of votes equal to 50% of the number of shares of common stock into which the Series A is convertible.
A consolidation or merger of the Company which effects a change in control is deemed to be a liquidation.
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The holders of Series A are also provided with certain voting protective provisions. See also Note 12 to these
notes to consolidated financial statements.

1996 Equity Incentive Plan

In May 1996, the Company’s Board of Directors adopted the 1996 Equity Incentive Plan (the “1996
Equity Plan”), and the Company’s shareholders approved the 1996 Equity Plan in June 1996. The 1996
Equity Plan provides for the grant of stock options and stock bonuses and the issuance of restricted stock by
the Company to its employees, officers, directors, consultants, independent contractors and advisors. Any
authorized shares that are not issued or subject to outstanding grants under the Company’s 1989 Stock Option
Plan became available for grant and issuance in connection with future awards under the 1996 Equity Plan. As
of October 31, 2003, 4,843,143 shares of common stock had been authorized for issuance under the 1996
Equity Plan; this includes any shares previously issuable under the 1989 Option Plan and now issuable under
the 1996 Equity Plan. As of October 31, 2003, 1,407,385 shares remained available for future option grants
and 3,435,758 options are outstanding under the 1996 Equity Plan.

1996 Directors Stock Option Plan

In May 1996, the Company’s Board of Directors adopted the 1996 Directors Stock Option Plan (the
“Directors Plan”), and the Company’s shareholders approved the Directors Plan in June 1996. The Directors
Plan provides for the grant of nonqualified stock options to non-employee directors of the Company, including
automatic grants of options to purchase 10,000 shares of common stock to non-employee directors that were
granted concurrently with the Company’s initial public offering, options to new non-employee directors to
purchase 40,000 shares of common stock granted on the date on which the new director joins the Board and an
additional option to purchase 20,000 shares of common stock to each eligible director on each anniversary date
of his initial option grant under the Directors Plan if he has served continuously as a member of the Board
" since the date he was first granted an option under the Directors Plan. The exercise price of all options granted
under the Directors Plan is the fair market value of the common stock on the date of grant. All options granted
under the Directors Plan vest as to 50% of the shares on each of the first two anniversaries following the date
of grant, provided the optionee continues as a member of the Board or as a consultant to the Company. As of
October 31, 2003, the Company had authorized 525,000 shares of Common stock for issuance under the
Directors Plan. As of October 31, 2003, 230,000 shares remained available for future option grants and
295,000 options were outstanding under the 1996 Directors Stock Option Plan.

Shares Reserved for Future Issuance

As of October 31, 2003, the Company had reserved shares of common stock for the following purposes:

Employee stock purchase plan ........ ... . i i 344,056
Stock options available for grant ...................... .. e 1,637,385
Conversion of preferred stock ... ... o i 2,627,486
Stock options issued {0 NON-EMPIOYEES . .. ..ottt e 68,500
Exercise of warrants outstanding ... ........ ... .. . i 1,332,796
Exercise of employee stock options outstanding................ ... 3,662,258

9,672,481
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Stock Options

Option activity under all of the Company’s option plans is as follows:

Options Number of Weighted
Available for Shares Average
Grant Outstanding Exercise Price

Balance at December 31,2000..................... 358,539 2,523,648 $5.11
Authorized ........ ... .. ... . ... 1,600,550 — —
Granted ........ ... i (1,510,100) 1,510,100 245
EXErCiSed . ..o\t — (87,945) 1.19
Canceled ............. S 702,411 (702,411) 5.11
Balance at October 31,2001 ...................... 1,151,400 3,243,492 $3.29
Authorized ...... .. .. .. . ... 850,000 — —
e T (973,800) 973,800 1.52
Exercised............c ... i, ceees — (13,420) 1.30
Canceled ........ .. .. . . . 444,499 (444.,499) 3.34
Balance at October 31,2002 ...................... 1,472,099 3,759,273 $3.35
Authorized ...... .. ... .. ... .. 250,000 — —
Granted ........... ... .. ... ... e (1,429,695) 1,429,695 0.91
Exercised . ..... ... i — (113,229) 0.93
Canceled ........ ... ... . 1,344,981  (1,344,981) 2.87
Balance at October 31,2003 ...................... 1,637,385 3,730,758 A $2.66

The following table summarizes information concerning outstanding and exercisable options at Octo-
ber 31, 2003. ’

Options Outstanding Options Exercisable

Number Weighted Weighted Number Weighted

Outstanding at Average Average Exercisable at Average

October 31, Remaining Exercise October 31, Exercise
Exercise Prices 2003 Contractual Life Price 2003 Price
From $0.42 to $0.61 ....... 242,834 9.12 $0.55 68,475 $0.55
From $0.65 to $0.90 . ...... 766,095 9.07 0.87 196,559 0.88
From $1.05 t0 $1.60 ....... 897,634 7.84 1.45 639,397 1.41
From $1.66 to $2.50 ....... 610,797 6.47 2.20 530,161 2.24
From $2.66 to $4.00 ... .. .. 421,592 6.70 3.10 386,870 3.11
From $4.13 to $5.69 ....... 327,521 6.19 » 5.00 326,742 5.00
From $6.31 to $8.19 ... .... 456,385 5.21 7.39 456,189 7.39
$1800..........oo . 7,900 3.98 18.00 7,900 18.00

3,730,758 7.35 2.66 2,612,293 3.31

1996 Employee Stock Purchase Plan

In May 1996, the Board adopted the 1996 Employee Stock Purchase Plan (the “Purchase Plan”). The
Company’s shareholders approved the Purchase Plan in June 1996. At that time, the Company reserved
650,000 shares of common stock for issuance under the Purchase Plan. The Purchase Plan enables eligible
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employees to purchase common stock at 85% of the lower of the fair market value of the Company’s common
stock on the first business day of each offering period, which is 24 months in length, or the last day of each
purchase period, which is 6 months in length. For the year ended October 31, 2003, employees purchased
97,696 shares of common stock at an average price of $0.74 per share. For the year ended October 31, 2002,
employees purchased 232,092 shares of common stock at an average price of $1.32 per share.

Stock Based Compensation

The Company recorded $337,000 of stock based compensation expense in 1999 related to 125,000 options
granted to a public relations firm pursuant to a November 1, 1999 agreement. These options were exercisable
in full at a weighted average of $4.45 per vested share. The agreement also granted a monthly retainer of
$5,000 for services provided. These options expired in November of 2002. In January of 2001, the Company
renewed the agreement, which includes compensation to the public relations firm for services rendered at a
monthly rate of $6,000 and 62,500 non-qualified stock options under its 1996 Equity Incentive Plan. Of the
62,500 options granted, 6,500 vested in full at $1.61 per share, and the remaining 56,000 options vested based
upon meeting certain performance criteria. The non-vested options were exercisable at a weighted average
exercise price of $4.67 per share. The vested and unvested options expired in November 2002. In September of
2003, the company entered into a new agreement with this firm that granted 62,500 options that vested in full
at $2.00 per share. The Company recorded $22,000 to stock based compensation expense in 2001 and $69,513
to stock based compensation expense in 2003, related to these options.

In October of 2003, the Company recorded $4,976 of stock based compensation expense related to 6,000
options granted to a marketing consultant pursuant to a February 29, 2003 agreement. In October of 2003, the
Company also recorded $5,709 of stock based expense related to 3,000 and 250 options granted to a sales
consultant pursuant to July 2002 and a November 2002 agreement, respectively.

In October of 2003, the Company also recorded $1.2 million of stock based compensation expense for the
release of repurchase restrictions on employee owned shares (“Contingent Shares™) that were issued to the
former stockholders of Mokume Software, Inc. (“Mokume”) and were subject to repurchase by the Company
if Versant’s real-time computing business did not achieve certain operating results within a defined time period
(the “Earn-out Contingency”’) and in some cases, subject to repurchase to other monthly vesting restrictions.
The release of these repurchase restrictions was effected pursuant to an Amendment Agreement dated
September 26, 2003, between the Company and certain of the former stockholders of Mokume (“Mokume
Stockholders”), which amended the Agreement and Plan of Reorganization dated as of November 19, 2002
pursuant to which Versant acquired Mokume (the “Mokume Merger Agreement’). See note 9.

8. Income Taxes

The Company accounts for income taxes pursuant to the provisions of SFAS No. 109, “Accounting for
Income Taxes,” which requires an asset and liability approach to accounting for income taxes. Deferred tax
liabilities and assets are determined based on the difference between the financial statement carrying amounts
and the tax basis of assets and liabilities and are measured using the enacted statutory tax rates in effect at the
balance sheet date. The Company records a valuation allowance to reduce its deferred tax assets when
uncertainty regarding that realizability exists.
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Income (loss) before provision for income taxes consisted of (in thousands):

Ten Months
Year Ended Year Ended Ended
October 31, October 31, GOctober 31,
2003 2002 2001
United States © ..ottt e $(3,800) $(4,266) $(6,039)
International . ...... ... ... ... . . . 1,485 944 (1,026)
$(2,315) $(3,322) $(7,065)
The provision for income taxes consisted of the following (in thousands):
Ten Months
Year Ended Year Ended Ended
October 31, October 31, QOctober 31,
2003 2002 2001
Current:
Federal.......... .., D $— $— $—
State . o e — — —
Foreign withholding ......................... ... ... 74 _68 93
Total CUITent . ...t 74 68 93
Deferred:
Federal . ... o —_ — —
State ............................................ — _— —
Total deferred ... ... o _— — _—
Total provision for income taxes....................... $74 $68 $93

II

The provision for income taxes differs from the amount estimated by applying the statutory federal

income tax rate to income (loss) before taxes as follows (in thousands):

Ten Months
Year Ended Year Ended Ended
October 31, October 31, Octaber 31,
2003 2002 2001
Federal tax (benefit) at statutoryrate .................. $(810) $(1,162) $(2,473)
State tax (benefit) at statutory rate, net of federal benefit (142) (115)  ~ (223)
Change in valuation allowance . ....................... 790 1,000 2,682
Foreign tax differential .. ....... .. ... ... ............ 17 268 7
Other- . 219 77 100
Provision for income taxes................. ... ... ..... $ 74 $ 68 $ 93
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The components of the net deferred tax asset were as follows (in thousands):
Octaber 31, Octaober 31, October 31,

2003 2002 2001
Deferred tax asset:
Net operating loss carryforwards ..................... $16,582 $ 15,808 § 15247
Tax credit carryforwards ............................ 3,302 3,071 2,959
Other .. e 617 832 650
20,501 19,711 18,856
Valuation allowance .................. ..o, (20,501) (19,711) (18,856)
Net deferred tax asset ..., $ — 3 — 5 —

At October 31, 2003, the Company had federal and state net operating loss carryforwards of $45.5 million
and $11.3 million, respectively and tax credit carryforwards of $3.3 million expiring on various dates through
2023. Due to the Company’s history of operating losses, the Company believes that there is sufficient
uncertainty regarding the realizability of these carryforwards and, therefore, a valuation allowance of
approximately $20.5 million has been recorded against the Company’s net deferred tax assets of approximately
$20.5 million. Approximately $1.5 million of the valuation allowance for deferred tax assets is attributable to
employee stock option deductions, the benefit from which will be allocated to additional paid-in capital when
and if subsequently realized. The Company will continue to assess the realizability of the tax benefit available
based on actual and forecasted operating results.

Due to “change in ownership” provisions of the Internal Revenue Code of 1986, the availability of net
operating loss and tax carryforwards to offset federal taxable income in future periods is subject to an annual
limitation.

9. Acquisitions
Mokume Software, Inc.

On November 19, 2002, the Company acquired 100% of the outstanding common stock of Mokume
Software, Inc. (“Mokume’). Mokume developed, real-time computing software solutions and related services
for customers in the manufacturing industry to improve their business processes and logistics. Mokume
became part of our Real-Time Solutions business unit which is currently developing software products and
technologies for building real-time computing software applications that link real-time data sources to an
enterprise’s central software databases. Real-time computing solutions enable an enterprise to obtain
information in real time from different parts of its operations in order to make better decisions based on up-to-
the-minute information. To date, the Company has offered real-time consulting services and one real-time
product, Versant Real-Time Framework (VRTF). The Company expects that its object database technology
will be an integral part of the Company’s real-time solution offerings.

A total of 2.4 million shares of common stock were issued for our acquisition of Mokume in November
2002, 1.2 million shares of which (the “Contingent Shares”) were subject to repurchase by the Company
unless certain operational targets relating to the acquired business were achieved (the “Earn-out Contin-
gency”’) or, in some cases, if certain vesting conditions were not satisfied. The initial aggregate purchase price
for the acquisition of Mokume was $843,417, which included the issuance of 1.2 million shares of common
stock of the Company, valued at $630,240, and $213,177 in acquisition related costs. In the three months
ended July 31, 2003 we recorded $53,400 in additional acquisition related costs. The value of the common
shares issued was determined based on the market price of the Company’s common shares of $0.52 on
November 19, 2002, the acquisition date. On September 26, 2003, the Company entered into an Amendment
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Agreement, which amended the original merger agreement with Mokume of November 19, 2002 (“Mokume
Merger Agreement”), as follows:

1. A total of 363,600 of the Contingent Shares were forfeited by the former Mokume stockholders
and cancelled without consideration, and the remaining 848,400 Contingent Shares are no longer subject
to forfeiture or repurchase by Versant and were released from the Earn-Out Contingency and any vesting
restrictions that were applicable to them.

2. Subject to certain conditions, the 2,060,400 shares issued under the Mokume Merger Agreement
that remained outstanding are to be released from the risk of forfeiture to satisfy claims for indemnifica-
tion made by Versant under the Mokume Merger Agreement in installments over time as follows:

» 606,400 shares were released from potential forfeiture under indemnification claims on Septem-
ber 26, 2003.

« The balance of 1,454,000 shares are to be released in various increments at various times during
the one-year period beginning on November 19, 2003 and ending November 19, 2004, when all
shares not previously forfeited would be released from indemnification claims.

3. The Amendment Agreement also provides the former Mokume stockholders certain rights to
satisfy Versant indemnification claims in cash in lieu of shares of the Company’s stock issued under the
Mokume Merger Agreement.

The accelerated vesting of shares owned by non-employees was recorded as additional goodwill in the
amount of $290,000. As of October 31, 2003 the Mokume goodwill balance is $706,817. In accordance with
SFAS 142, the goodwill will not be amortized but will be reviewed for impairment on an annual basis. The
Company anticipates that any additional contingent consideration will be allocated to goodwill. The
consolidated statement of operations for the year ended October 31, 2003 includes the results of operations
relating to Mokume’s business activity subsequent to the date of acquisition. If the results of the two
companies were combined on a pro forma basis for the year ended October 31, 2003, the difference between
pro forma results and actual results reported herein would be immaterial.

The following table summarizes the purchase price allocation:

Purchased technology . ... ... ..o $ 480,000
Goodwill ................ e e e e e e e e 706,817
Total assets acquired . ......... ... i $1,186,817

The Company obtained an independent appraiser’s valuation to determine the amounts allocated to
purchased technology and goodwill. The valuation analysis utilized the income approach and utilized the relief
from royalty and cost approaches as reasonableness checks. Based on this valuation, $480,000 was allocated to
purchased technology, which represented the fair market value of the technology for each of the existing
products, as of the date of the acquisition. The purchased technology was assigned a useful life of five years
and will be amortized to cost of goods sold. Amortization of purchased technology related to the acquisition of
Mokume was $91,000 for the twelve months ended October 31, 2003.

Soft Mountain

On September 15, 1998, the Company acquired 100% of the outstanding equity of Soft Mountain S.A.
(“Soft Mountain™), a French company, in return for approximately $136,000 in cash and 245,586 shares of
the Company’s common stock, valued at $2.625 per share. The acquisition of Soft Mountain was accounted
for using the purchase method of accounting and resulted in the Company recording goodwill of $1.2 million.
In November 1999, the Company issued an additional 30,000 shares of common stock to the original
shareholders of Soft Mountain in connection with the acquisition. This additional cost was added to the
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original goodwill amount. The Company wrote off the remaining balance of goodwill in the amount of
$555,000 during 2001, due to an impairment in the carrying value of the asset and the closure of the French
office.

11. Warrants

In connection with the issuance of Series A Convertible Preferred Stock in fiscal 1999, the Company
issued warrants to purchase 1,489,799 shares of the Company’s common stock for cash consideration of
$73,357. In September 2000 warrants to purchase 158,450 shares of common stock were exercised for a total
of $338,000. The warrants have an exercise price of $2.13 per share, were immediately exercisable and expire
upon the earlier of:

(1) July 11, 2004,

(2) an acquisition of the Company (whether by merger, consolidation, tender offer or otherwise) in
which the Company’s shareholders prior to the acquisition own less than a majority of the surviving
corporation, or the sale of all or substantially all of the Company’s assets; or

(3) 15 business days after the Company gives notice to the holder that the Company’s stock price
has closed above $12.00 for 45 consecutive business days.

At October 31, 2003, warrants to purchase 1,331,349 shares of common stock are still outstanding.

Each investor also agreed not to purchase more than 100,000 additional shares in the Company without
the Company’s approval so long as such investor holds more than 5% of the Company’s outstanding securities.
See Note 12 to these notes to consolidated financial statements.

12. Subsequent Events

On September 27, 2003, we signed an Agreement and Plan of Merger with Poet Holdings, Inc., a
Delaware corporation (‘“Poet”), and Puma Acquisition, Inc.; a wholly owned subsidiary of Versant (“Merger
Sub”). Subject to the terms of this agreement, Poet will become a wholly-owned subsidiary of Versant. Upon
consummation of the Merger, each outstanding share of Poet common stock will be exchanged for 1.4 shares
of Versant common stock, and options and warrants to purchase Poet common stock will be exchanged for
options to purchase shares of Versant common stock according to the same exchange ratio. Poet is a publicly
held developer of object database management and e-commerce software, whose stock is traded on the
Frankfurt Stock Exchange. The proposed merger is intended to qualify as a tax-free reorganization. The
Merger Agreement calls for Versant to reduce the size of its Board of Directors to five directors upon
effectiveness of the merger, with the board of directors immediately after consummation of the Merger to be
composed of two directors from Poet and three directors (including Versant’s CEO, Nick Ordon) from
Versant. If the Merger Agreement is terminated without consummation of the merger in certain circum-
stances, a party to the Merger Agreement would become obligated to pay the other party certain termination
fees as described in the Merger Agreement ranging from $500,000 to $1,000,000.

In connection with the execution of the Merger Agreement, Versant and Vertex Technology Fund, Ltd.,
Vertex Technology Fund (II), Ltd. and the Joseph M. Cohen Family Limited Partnership (collectively, the
“Preferred Shareholders”) have entered into a Preferred Stock Conversion Agreement (the “Conversion
Agreement”’) pursuant to which the Preferred Shareholders have agreed to vote for certain actions that would
cause their 1,313,743 outstanding shares of Versant Series A Preferred Stock to be converted into shares of
Versant common stock effective upon consummation of the proposed Merger with Poet. The conversion of the
Preferred Shareholders’ shares of Series A Preferred Stock would occur at an increased conversion rate that
would result in each such share of Series A Preferred Stock being converted into three shares of Versant
common stock. Currently, each outstanding share of Versant’s Series A Preferred Stock is convertible into two
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shares of common stock. In addition, in exchange for this agreement to convert, effective upon such
conversion, warrants to purchase a total of 1,331,349 shares of Versant common stock held by the Preferred
Shareholders would be amended to reduce the exercise price of such warrants from $2.13 to $1.66 per share of
common stock and to extend the term of such warrants by one year.
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Item 9. Changes in and Disagreements with Accountants on Accounting and Financial Disclosure
Effective June 23, 2003, we elected to change our certifying accountant as follows:
(i) We dismissed KPMG LLP as our independent accountants.

(ii) The report of KPMG LLP on our consolidated financial statements for the fiscal year ended
October 31, 2002 did not contain an adverse opinion or disclaimer of opinion and was not qualified or
modifled as to uncertainty, audit scope, or accounting principles. KPMG LLP has only reported on the
corporation’s consolidated financial statements for the fiscal year ended October 31, 2002.

(iii) The decision to dismiss KPMG as our independent accountants was approved by the audit
committee of our board of directors on June 23, 2003.

(iv) In connection with the audit of our financial statements for the fiscal year ended October 31,
2002 and the subsequent interim periods, preceding the dismissal, we had no disagreements with KPMG
on any matter of accounting principles or practices, financial statement disclosure, or. auditing scope or
procedure, which disagreements, if not resolved to the satisfaction of KPMG, would have caused them to
make reference to the subject matter of the disagreements in connection with its report. We requested
KPMG to furnish a letter addressed to the Securities and Exchange Commission as to whether it agrees
with the above statements. A copy of that letter, dated June 24, 2003, is filed as Exhibit 16 to our report
on Form 8-K filed with the Securities and Exchange Commission on June 25, 2003.

Effective June 24, 2003, we engaged Grant Thornton LLP as our new independent auditors. The decision to
engage Grant Thornton LLP was approved by our Audit Committee on June 23, 2003.
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SCHEDULE I — VALUATION AND QUALIFYING ACCOUNTS AND RESERVES

Additions
Balance at Charged to Balance at
Beginning of Period Income Deductions End of Period

(In thousands)
Allowance for doubtful accounts:

Ten months ended October 31, 2001 $551 - 302 371 $482
Year ended October 31, 2002...... $482 296 91 $687
Year ended October 31, 2003 ...... $687 139 568 $258

Item 9A. Controls and Procedures

(a) Evaluation of Disclosure Controls and Procedures. The Securities and Exchange Commission
defines the term “disclosure controls and procedures” to mean a company’s controls and other procedures that
are designed to ensure that information required to be disclosed in the reports that it files or submits under the
Securities Exchange Act of 1934 is recorded, processed, summarized and reported, within the time periods
specified in the Securities and Exchange Commission’s rules and forms. Based on the evaluation of the
effectiveness of our disclosure controls and procedures by our management, with the participation of our chief
executive officer and our chief financial officer, as of the end of the period covered by this report, our chief
executive officer and our chief financial officer have concluded that our disclosure controls and procedures
were effective to ensure that information required to be disclosed in the reports that the Company files or
submits under the Securities Exchange Act of 1934 is recorded, processed, summarized and reported, within
the time periods specified in the Commission’s rules and forms.

(b) Changes in Internal Control Over Financial Reporting. No change in the Company’s internal
control over financial reporting (as defined in Rules 13a-15(f) and 15d-15(f) under the Exchange Act)
occurred during the fiscal quarter ended October 31, 2003 that has materially affected, or is reasonably likely
to materially affect, the Company’s internal control over financial reporting.

PART I

Item 10. Directors and Executive Officers of the Registrant

The information about directors required for this Item is incorporated by reference from our Proxy
Statement to be filed for our 2004 Annual Meeting of Shareholders. Information about executive officers that
is required for this Item can be found in Item 4A of this report.

Item 11. Executive Compensation

The information required for this Item is incorporated by reference from our Proxy Statement to be filed
for our 2004 Annual Meeting of Shareholders.

Item 12. Security Ownership of Certain Beneficial Owners and Management and Related Shareholder
Matters .

Except as provided below under this Item 12, the information required for this Item is incorporated by
reference from our Proxy Statement to be filed for our 2004 Annual Meeting of Shareholders.
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Securities Authorized for Issuance Under Equity Compensation Plans

The following information is provided with respect to our equity compensation plans (including individual
compensation arrangements) as of October 31, 2003:

Weighted- Number of Securities
Average Exercise Remaining Available for

Number of Securities ~ Price of Future Issuance Under

to be Issued upon Outstanding Equity Compensation

Exercise of Options, Plans (Excluding
Outstanding Options, Warrants and Securities Reflected in
Plan Category Warrants and Rights Rights Column (a))
(a) (b) (©)

Equity Compensation plans approved
by security holders.............. 4,074,810 2.66 1,637,385

Equity Compensation plans not }
approved by security holders . . ... — ) —_

Total: ............. ... ... ... 4,074,810 266 1,637,835

Item 13. Certain Relationships and Related Transactions

The information required for this Item is incorporated by reference from our Proxy Statement to be filed
for our 2004 Annual Meeting of Stockholders.

Item 14. Principal Accountant Fees and Services

The information required for this Item is incorporated by reference from our Proxy Statement to be filed
for our 2004 Annual Meeting of Shareholders.

Item 15. Exhibits, Financial Statement Schedules, and Reports on Form 8-K
(a) L. The following financial statements are filed in Item 8 of this report on Form 10-K:

Reports of Independent Public Accountants
Consolidated Balance Sheets

Consolidated Statements of Operations
Consolidated Statements of Shareholders’ Equity
Consolidated Statements of Cash Flows

Notes to Consolidated Financial Statements

2. The following financial statement schedule is filed at the end of Item 8 of this report on Form 10-K:
Schedule II — Valuation and Qualifying Accounts and Reserves

3. The following exhibits are filed herewith or incorporated by reference and are also listed in the
“Exhibit Index” below. '

EXHIBIT INDEX

Exhibit Incorporated by Reference Filed
Number Exhibit Description Form Date Number Herewith
2.01 Agreement and Plan of Reorganization dated as of 8-K 11/27/02 2.01

November 19, 2002 by and among the Registrant,
VM Merger Corp., Mokume Software, Inc. and the
stockholders of Mokume Software, Inc.

2.02. Agreement and Plan of Merger with Poet Holdings, 8-K 09/29/03 99.01
Inc. dated September 27, 2003 by and among the
Registrant, Puma Acquisition Inc. and Poet Holdings
Inc.
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Exhibit
Number

2.03

3.01

3.02

3.03

3.04

3.05
10.01

10.02

10.03
10.04
10.05
10.06
10.07
10.08

10.09

10.11

10.12

10.13

10.14

Exhibit Description

Amendment Agreement. dated September 26, 2003
by and among the Registrant and former
stockholders of Mokume Software, Inc.

Registrant’s Amended and Restated Articles of
Incorporation, filed with the California Secretary of -
State on July 24, 1996

Certificate of Amendment of Registrant’s Amended
and Restated Articles of Incorporation, filed with the
California Secretary of State on July 14, 1998

Registrant’s Certificate of Determination filed with
the California Secretary of State on July 13, 1999

Certificate of Amendment of Registrant’s Amended
and Restated Articles of Incorporation, filed with the
California Secretary of State on August 5, 2003.
Registrant’s Amended and Restated Bylaws
Registrant’s 1996 Directors Stock Option Plan, as .
amended as of April 18, 2002, and related
documents**

Registrant’s 1996 Employee Stock Purchase Plan, as
amended as of April 18, 2002, and related
docuiments**

Registrant’s 401 (k) Plan and addendum thereto**
Form of Indemnity Agreement entered into by
Registrant with each of its directors and executive
officers

Form of Amendment to Versant Corporation Stock
Option Agreement**

Lease Agreement dated November 25, 1996 between
John Arrillaga, Trustee et al. and Registrant

Form of Letter Agreement dated October 22, 1997
between Registrant and its executive officers**
Letter Agreement dated November 26, 1997 between
Registrant and Nick Ordon**

Registration Rights Agreement dated October 16, -
1998 between the Registrant and Vertex Technology
Fund Pte. Ltd.

Common Stock and Warrant Purchase Agreement
dated December 28, 1998 between the Registrant
and the parties listed on the Schedule of Investors
attached thereto

Special Situations Fund Stock Warrant dated
December 28, 1998

Registration Rights Agreement dated December 28,
1998 between the Registrant and the parties listed on
the Schedule of Investors attached thereto

Preferred Stock and Warrant Purchase Agreement
dated June 28, 1999 between the Registrant and the
parties listed on the Schedule of Investors attached
thereto
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Incorporated by Reference

Filed

Form ) Date Number Herewith

8-K 10/03/03  99.01
SB-2  07/17/9  3.03
10-QSB  8/14/98 3.06
8K 07/12/99 3.0l
S-4 11/13/03 3.4
SB-2 07/17/96 3.05
S-8 105/09/02 4.07
S-8 05/09/02 4.06
SB-2 07/17/96  10.05
SB-2 07/17/96  10.10
SB-2 07/17/96  10.14
10-KSB  04/03/98  10.15
10-KSB  03/31/97  10.16
10-KSB  03/31/97  10.18
10-KSB  03/31/99  10.31
10-KSB  03/31/99  10.33
10-KSB  03/31/99  10.34
10-KSB  03/31/99  10.35
8-K 07/12/99  10.01




Exhibit
Number

10.15

10.16

10.17

10.18

10.19

10.20

10.21

10.22

10.23

16.01

16.02

16.03

21.01
23.01
23.02
23.03

31.01

31.02

Exhibit Description

Form of Registrant’s Common Stock Purchase
Warrant

Supplement dated June 28, 1999 to Registration
Rights Agreement among the Registrant and the
parties listed on the Schedule of Investors attached
thereto

Registrant’s 1996 Equity Incentive Plan, amended as
of April 18, 2002**

Loan and Security Agreement dated April 18, 2002
by and between the Registrant and Pacific Capital
Funding

Amendment to the Loan and Security Agreement by

and between the Registrant and Pacific Capital
Funding dated April 11, 2003

Amendment to the Loan and Security Agreement by

and between the Registrant and Pacific Capital
Funding dated June 5, 2003

Employment Offer Letter Agreement dated as of
November 19, 2002 by and between the Registrant
and Ajay Jain**

Non-Competition Agreement dated as of
November 19, 2002 by and among the Registrant,
Ajay Jain and Mokume Software, Inc.**

Preferred Stock Conversion Agreement dated as of
September 26, 2003 by and amount the Registrant,
Vertex Technology Fund, Ltd., Vertex Technology
Fund (II), Ltd. and the Joseph M. Cohen Family
Limited Partnership

Letter dated May 23, 2002 from Arthur Andersen
LLP 8-K regarding change in Registrant’s Certifying
Accountant

Letter dated May 23, 2002 from Arthur Andersen
LLP 8-K regarding change in Registrant’s Certifying
Accountant

Letter dated June 24, 2003 from KPMG LLP
regarding 8-K change in Registrant’s certifying
accountant ’

Subsidiaries of the Registrant

Consent of Grant Thornton LLP

Consent of KPMG LLP

Note regarding absence of Consent of Arthur
Andersen LLP 10-K

Certification of Chief Executive Officer pursuant to
Section 302 of the Sarbanes-Oxley Act of 2002.

Certification of Chief Financial Officer pursuant to
Section 302 of the Sarbanes-Oxley Act of 2002.
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Filed
Form Date Number Herewith

8-K 07/12/99 10.02
8-K 07/12/99 10.04
S-8 05/09/02 4.06
10-Q 06/14/02 10.53

10-K X

10-K X
10-K 1/27/03 10.28
10-K 1/27/03 10.29
8-K 09/29/03 99.02
8-K 5/24/02 16.01
8-K 6/26/02 16
8-K 6/25/03 16

X

X

X
10-K 1/29/03 23.02

X

X




Exhibit Incorporated by Reference Filed

Number Exhibit Description Form Date Number  Herewith

32.01 Certification of Chief Executive Officer pursuant to X
Section 906 of the Sarbanes-Oxley Act of 2002.

32.02 Certification of Chief Financial Officer pursuant to X

Section 906 of the Sarbanes-Oxley Act of 2002.

* Confidential treatment has been granted with respect to certain portions of this agreement. Such portions
have been omitted from the filing and have been filed separately with the Securities and Exchange
Commission.

** Management contract or compensatory plan.
(b) Reports on Form 8-K.

On August 5, 2003, we furnished a report on Form §-K regarding new guidance regarding anticipated
financial results for our third fiscal quarter ending July 31, 2003.

On September 9, 2003, we furnished a report on Form 8-K regarding our financial results for our third
fiscal quarter ended July 31, 2003. The report included an unaudited consolidated balance sheet at July 31,
2003, a consolidated balance sheet at October 31, 2002 derived from audited financial information and
unaudited consolidated statements of operation for the three and nine-month periods ended July 31, 2003 and
2002.

On September 29, 2003, we filed a report on Form 8-K regarding our entering into an Agreement and
Plan of Merger with Poet Holdings, Inc. and our entering into a Preferred Stock Conversion Agreement with
holders of our Series A preferred stock.

On October 3, 2003, we filed a report on Form 8-K regarding our Amendment Agreement with former
stockholders of Mokume Software Inc. '

On November 24, 2003, we furnished a report on Form 8-K regarding our financial results for the quarter
and year ended October 31, 2003. The report included an unaudited consolidated balance sheet at October 31,
2003, a consolidated balance sheet at October 31, 2002 derived from audited financial information and
unaudited consolidated statements of operation for the three and twelve-month periods ended October 31,
2003 and 2002 as well as a reconciliation to certain pro forma financial measures.

(¢) The exhibits filed herewith or incorporated by reference are listed in the “Exhibit Index” below.

(d) See Item 15(a)(2) above.
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SIGNATURES

Pursuant to the requirements of Section 13 or 15(d) of the Securities Exchange Act of 1934, the
Registrant has caused this report to be signed on its behalf by the undersigned, thereunto duly authorized.

VERSANT CORPORATION

By: /s/ LEE MCcGRATH

Lee McGrath
Vice President, Finance and Administration

Date: January 14, 2004
POWER OF ATTORNEY

By signing this Form 10-K below, I hereby appoint each of Nick Ordon and Lee McGrath as my
attorneys-in-fact to sign all amendments to this Form 10-K on my behalf, and to file this Form 10-K
(including all exhibits and other documents related to the Form 10-K) with the Securities and Exchange
Commission. I authorize each of my attorneys-in-fact to (1) appoint a substitute attorney-in-fact for himself
and (2) perform any actions that he believes are necessary or appropriate to carry out the intention and
purpose of this Power of Attorney. 1 ratify and confirm all lawful actions taken, directly or indirectly, by my
attorneys-in-fact and by any propetly appointed substitute attorneys-in-fact.

Pursuant to the requirements of the Securities Exchange Act of 1934, this report has been signed below
by the following persons on behalf of the Registrant and in the capacities and on the dates indicated.

Name Title Date

PrINCIPAL EXECUTIVE OFFICER:

/s/  Nick ORDON. President, Chief Executive Officer - January 14, 2004
Nick Ordon and Director
PRrRINCIPAL FINANCIAL OFFICER AND
PRINCIPAL ACCOUNTING OFFICER:
/s/ LEE MCGRATH Vice President — Finance and January 14, 2004
Lee McGrath Administration
ADDITIONAL DIRECTORS:
/s/ UbDAY BELLARY Director January 14, 2004
Uday Bellary
/s/  WILLIAM HENRY DELEVATI Director : January 14, 2004
William Henry Delevati
/s/  AJAY JAIN Director January 14, 2004
Ajay Jain
/s/ SATESH LELE Director January 14, 2004
Satesh Lele
/s!/ SHYAM RANGOLE Director , January 14, 2004
Shyam Rangole '
/s/ DaNIEL L. ROBERTS Director January 14, 2004
Daniel Roberts
/s/ BERNHARD WOEBKER Director January 14, 2004

Bernhard Woebker
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BOARD OF DIRECTORS

Set forth below is information regarding the members of the Board of Directors of Versant Corporation
(“Versant”) as of March 2, 2004, For information regarding the Board of Directors of Versant following
Versant’s acquisition of Poet Holdings, Inc. in a business combination in March 2004, please refer to the
Proxy Statement in connection with Versant’s Annual Meeting of Shareholders to be held on August 17, 2004.

Director
Name of Director Age Principal Occupation Since
Uday Bellary(1) ................... 49  Executive Vice President, Finance, 2003
Administration and Operations and Chief
_Financial Officer of VL, Inc.
William Henry Delevati(1)(2)(4) .... 55  Consultant 1999
Ajay Jain . ... i i 36  President, Real-Time Solutions of the Company 2003
Sateesh Lele ...................... 61  Vice President Information Technology and 2003
Chief Information Officer of Built-To-Order,
Inc.
Nick Ordon(4) ................. ... 57  President and Chief Executive Officer of the 1998
Company ‘
Shyam Rangole(1)(3).............. 64  Consultant 2000
‘Daniel Roberts(1)(2)(3) ........... 53  Executive Vice President of Business Operations 2001
and Chief Information Officer, the PMI Group
Inc.

Bernhard Woebker(4) .............. 54  Consultant 1999

(1) Member of the Audit Committee.
(2) Member of the Compensation Committee.
(3) Member of the Nominating Committee.

(4) Member of the Strategic Opportunities Committee.

Uday Bellary has served as a director of the Company and as Chairman of the Audit Committee of the
Board of Directors since July 2003, and is a member of the Compensation and Nominating Committees.
Since September 2003, Mr. Bellary has served part-time as Executive Vice President, Finance, Administra-
tion and Operations and Chief Financial Officer of VL, Inc., a privately held VoIP services company, and as a
member of its board of directors. From February 2000 to August 2003, he served as the Senior Vice President,
Finance & Administration and Chief Financial Officer of Metro Optix, Inc., a privately held provider of
optical networking equipment, which, to satisfy its liabilities, disposed of its intellectual property and other
assets to Xtera Communications and ceased operations in August of 2003. From September 1997 to October
1999 he served as Vice President of Finance and Chief Financial Officer of MMC Networks, Inc., a publicly
traded manufacturer of data networking processors that was acquired in October 2000 by Applied Micro
Circuits Corporation. Between February 1997 and September 1997, Mr. Bellary was Vice President,
Finance & Administration and Chief Financial Officer of DTM Corporation, a manufacturer of computer-
driven laser systems for industrial prototyping. Previous to that he held various positions at Cirrus Logic, Inc.,
a semiconductor company, most recently as Director of Finance, and prior to that he served in various roles in
the international finance, accounting and audit departments of Intel Corporation, a semiconductor company.
Mr. Bellary holds a B.S. degree in Finance, Accounting and Economics from Karnatak University, India and a
DMA degree in Finance. Mr. Bellary is also a CPA and Chartered Accountant.

William Henry Delevati has served as a director of the Company since October 1999 and is currently a
member of the Audit, Compensation and Strategic Opportunities Committees of the Board of Directors.
Since April 2000, Mr. Delevati has served as a consultant to various companies located in the Silicon Valley
area. From October 1999 to April 2000, Mr. Delevati served as the Senior Vice President, Information
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Technology and Chief Information Officer of Aspect Technology, an automated call device company. From
November 1995 to April 1999, he served as Vice President of Worldwide Information Services for Quantum
Corporation, a storage device company. From April 1995 to November 1995, he was Chief Information
Officer, Senior Vice President of MIS for Conner Peripherals, a storage device company. From September
1994 to April 1995, Mr. Delevati was Chief Information Officer, Vice President of Worldwide MIS for
Borland Corporation, a software tools company. From September 1993 to September 1994, he was Chief
Information Officer, Vice President of Worldwide MIS for Logitech, a computer peripheral device company.
From December 1987 to September 1993, he was Director of Application Development and Global
Information Resources for Sun Microsystems, Inc. Mr. Delevati received a Bachelor of Science degree in
Operations Research in 1974 from Arizona State University.

Ajay Jain has served as Versant’s President, Real-Time Solutions business unit since November 2002.
Between December 2000 and November 2002, Mr. Jain was President and Chief Executive Officer of
Mokume Software, a developer of planning and process management software for the manufacturing industry
he co-founded and which the Company acquired in November 2002. Between August 1999 and November
2000, Mr. Jain was President and Chief Executive Officer of Qdecor.com, a 3D software company for home
décor products, which was acquired by Design Labs in 2000. Between August 1997 and August 1999 he was
Director, Worldwide Information Technology & Applications at Clarify Corporation, a customer relationship
management software company, which was acquired by Nortel Networks in 1999. From 1995 to 1997,
Mr. Jain served as Senior Manager of Database Architecture Group at Netscape Communications. Prior to
1995, Mr. Jain worked in several engineering roles at Quantum Corporation and Cadence Design Systems.
Mr. Jain holds a Masters degree in Business Administration from Santa Clara University, a Masters of
Science degree in Computer and Information Science from Clarkson University and a Bachelors of Science
degree in Mathematics and Economics from Delhi University, India.

Sateesh Lele has served as a director of Versant since February 2003. Mr. Lele is currently Vice President
Information Technology and Chief Information Officer of Built-To-Order, Inc., a privately-held company
engaged in developing and marketing customized automobiles, and he has served in that capacity since
October 2002. Between June 2001 and February 2002, Mr. Lele was the Chief Executive Officer of Systems
America India Ltd., a privately held company providing products and services in the enterprise application
integration and e-business consulting sectors. Between August 2000 and March 2001, Mr. Lele served as Vice
President and Chief Information Officer of Frito-Lay, Inc., a PepsiCo company. Between March 1999 and
August 2000, Mr. Lele served as Senior Vice President, Global CIO and Member of the Executive
Committee of Avon Products, a publicly-held cosmetics company. Between November 1997 and March 1999,
Mr. Lele served as the C1O and member of the board of directors of General Motors, Europe. Mr. Lele earned
a Bachelor of Arts degree in Mechanical Engineering from Durham University, UK and a Masters of Science
in Manufacturing and Information Systems from London University. He earned his Masters Degree in
Business Administration from Dayton University. Mr. Lele has also completed an Executive Program in
Managing Hi Tech Growth at Stanford University.

Nick Ordon has served as President, Chief Executive Officer and a director of Versant since he joined the
company in January 1998. He is currently a member of the Strategic Opportunities Committee of the Board
of Directors. From July 1996 to December 1997, Mr. Ordon was Vice President and General Manager of
Messaging at Lotus Development Corporation, a software development company and wholly-owned subsidiary
of International Business Machines Corporation. From August 1994 to July 1996, he was Vice President and
General Manager of the Commercial Business Unit of Lockheed Martin Corporation, an aerospace products
company. From January 1993 to August 1994, Mr. Ordon served as General Manager, NetWare Operations
with Hewlett-Packard Company. Prior to entering industry, Mr. Ordon was a pilot in the United States Air
Force. Mr. Ordon received both a Bachelor and Masters of Science degree in Aerospace Engineering from the
University of Colorado in 1970 and 1971, respectively, and a Masters of Business Administration degree in
Finance and Operations from Syracuse University in 1980.

Shyam Rangole has served as a director of the Company since October 2000 and is currently a member
of the Audit Committee and the Nominating Committee of the Board of Directors. Since July 2001,
Mr. Rangole has been a consultant to various information technology companies. From 1996 until June 2001,
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he was Vice President of Information Technology of Sun Microsystems, Inc. From 1987 to 1996, he held
various management positions with Sun, including Director of IT Operations and Vice President of
Information Technology for the SunSoft, Corporate Resources, Network Storage and Vendor Relations and
Sourcing groups. Mr. Rangole received a Bachelor of Science degree in Mechanical Engineering in 1961 from
Nagpur University, India and a Masters of Science degree in Industrial Engineering and Operations Research
in 1970 from the University of Oklahoma.

Daniel Roberts has served as a director of the Company since July 2001 and is currently 2 member of the
Audit, Compensation and Nominating Committees of the Board of Directors. Since March 2000, he has been
Executive Vice President of Business Operations and Chief Information Officer of the PMI Group Inc., a
private mortgage guaranty insurance company, and between December 1997 and March 2000 he was its
Senior Vice President and Chief Information Officer. From 1994 to 1997, Mr. Roberts served as Vice
President and Chief Information Officer for St. Joseph Health System, a California not-for-profit health care
system. From 1990 through 1994, Mr. Roberts served as Vice President and Chief Information Officer for
Catholic Healthcare West, a health care system comprised of hospitals and medical practice groups. From
1984 until 1990, Mr. Roberts held the position of Regional Managing Partner in the Information Technology
Group of Deloitte & Touche, an accounting and consulting firm. Mr. Roberts received a Bachelor of Arts
degree in Mathematics and a Master of Arts in Quantitative Methods from the University of California, Los
Angeles in 1971 and 1973, respectively.

Bernhard Woebker has served as a director of the Company since June 1999. Since late 1999,
Mr. Woebker has been a consultant to various investment banking and venture capital firms in Europe and the
United States. From January 1999 until July 2001, he served as Executive Vice President of the Company and
from March 1997 until January 1999 he served as the Company’s Vice President and General Manager
Europe. From 1994 to March 1997, he was President of Versant Object Technology GmbH, an indepen-
dently-owned distributorship for Versant products in Europe that was acquired by the Company in March
1997. From 1976 until 1994, Mr. Woebker held a variety of positions in Germany and the United States with
Nixdorf Computer AG, Nixdorf Computer Engineering Corp. and Siemens Nixdorf Informationssysteme
AG, all information technology companies, including President and CEO of Nixdorf Computer Engineering
Corp. in Boston, Massachusetts from 1986 to 1989. Mr. Woebker has also served as Senior Vice President,
Pyramid Technology Corp./Europe and as Vice President, NeXT Computer, Inc./Europe. Mr. Woebker
received a Masters of Science degree in Mathematics and Computer Science from the University of Hannover
in 1973.
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VERSANT Corporation
Worldwide Headquarters
6539 Dumbarton Circle
Fremont, CA 94555 USA
Main: +1 510 789 1500

Fax: +15107891515

VERSANT GmbH
European Headquarters
Wiesenkamp 22b

D-22359 Hamburg
Germany

Main: +49 (0) 40 60990-0
Fax: +44 (0) 40 60990-113

Arabellastrasse 4

D-81925 Minchen, Germany
Main: +49 89 920078 0

Fax: +49 89920078 44

VERSANT Ltd.

Tuscany House,

White Hart Lane, Basingstoke
Hampshire RG21 4AF

United Kingdom

Main: +44 (0) 1256 366500
Fax: +44 (0) 1256 366555

VERSANT India Pvt Ltd.
1240-A, Subhadra Bhavan,
Apte Road, Shivajinagar
Pune 411 004, India

Main: +9120 553 9909

Fax: +9120 5539908
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€ 2004 Versant Corporation.

Versant, the Versant logo, Versant enlin, Versant Developer Suite and ODBMS are a registered trademark
or trademarks of Versant Corporation in the United States and/or other countries.

All other company product and service names may be trademark or service marks of the respective
company in the US and other countries.




